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| - Goodyear .

is one of the world s largest tire companres, with operations in most regions of the world. Together with its U.S. and

international sub5|d|ar|es and Jotnt ventures, Goodyear develops, manufactures, markets and distributes tires for most
appllcatrons It also manufactures and sells several lines of power transmlssron belts, hose and other rubber products
for the transportation industry and various industrial and chemical markets, and rubber-related chemicals for various
applications. Goodyear is one of the world’s largest operators of commercial truck service and tire retreading centers.In
addition, it operates more than 1,800 tire and auto service center outléts where it offers its products for retail sale
and provides automotive repalr and other services. Goodyear manufactures: its products in more than 90 facilities

in 28 countries. It has marketing operations in almost every coEunI:ry around the world.
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On the cover: Drsplaymg the theme of company's new North American advertising campaign, “Get There,” the Spirit of
America flies aver the Calaforma coast, The campaign combines the unrivaled branding strength of the Goodyear blimp
with the company’s relevant tire technology to assist consumers in their understandrng that Goodyear innovation helps
them“Get There” no matt'er the destination. You can see more of the campaign at w!Nw.goodyeartires.com/getthere.
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! The Goodyear Tire & Rubber Complany

1144:East Market Street | Akron, Ohio 44316-0001 | wwlw.goodyear.com
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ess28233, 5 we have worked over the past four years to
. .

e courageous decisions and sound execution
over that timeframe.

| firmly believe that 2006 wilt be remembered as the

pivotal year in Goodyear s strategrc, operational and cultural

transformatron Our sales were a record $20.3 billion and
from the low pornt of our stock prlce in the first week of
February 2003 to the closing prlce of the first week of

February 2007, our market caprtalrzatlon has increased by

H
nearly $4 billion, or more than 600 percent, That is strong

evidence that our intense focus on our Seven Strategic

Drivers has created tremendous value for our shareholders.

Our core Seven Strategies remain as follows:
« Leadership
« Afocus on cash

rebuild our company, we have driven dramatic

H change through a series of strategic initiatives,

R IR XTI R LS R TR T Y

There wa‘r‘s a reduction in industry growth, ranging
from slow-downs in Latin America based on macro-
economic weakness to the dramatic declmes
experlenced in North America that were drrven by
thei |ncome squeeze on Iower middle i income families
resulting from higher gasollne and utility costs.

Some of our major OF customers in North America
were enccl)untermg their own set of challenges. As an
outgrowth of higher fuel prices, reduced demand for
SUVs and hght trucks resulted in lower OE productron
volumes and tire needs.

Finally, the fourth quarter strike in North America at
16 tire and engineered products facilities meant we .
had to go to extraordinary measures to protect our
drstnbutron channels while operating at about half

our norma! preduction.
. i

«  Alower cost structure

* Fully leveraging our distribu|tion
network !
Building brand strength
Product leadership
Advantaged supply chain

Challenges L

What | am perhaps most proud of in
2006 was the way-we embraced a -

myriad of challenges and quickly
converted them to opportunrtres That S
what leaders do. In 2006, consrder i

+  We experienced unprecedented

1)
increases in raw material costs. Qur

price for natural rubber doubléd during the year and
remains at high levels. We also faced significant cost
increases in our other raw materials including steel,
synthetic rubber and other oili-llaased commodities. In

total we saw our raw material.costs rise by 17 percent,

or well over $800 million. -

zGOODYEAR 2006

i: Accomplishments

' Despite the chaIIenges of 2006, our

! tearn delivered several significant

i accomplishments:

* «  We continued our streng product

k {eadership with the Goodyear Eagle
RespoﬁsEdge tire with Carbon
Fiber technology recognized
repeatedly for technical excellence,

performance and consumer

. relevance. Qur Dunlop SP Sport

i 5000 tire was recognized by the

leading L).5. consumer magazine

‘ as the top-rated product in its’
category. We Ieveraged successful

products such as Assurance from the UsS.and .

Excellence from Europe to bolster our product lineup

in emerging markets. And we introduced a timely

commercial truck product offering with our fuel-

efficient truck tire with Fuel Max technology.
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= A renewed focus oninnovative marketing extended +  We continued to achieve strong performance on our

»  our messages about relevant technology to con- cost structure, delivering on our cost savings targets.

sumers through both traditional and emerging media. Our continuous improvement initiatives defivered

. As an ei:ém'p[e,armed with research indicating that savings of nearly $300 million and we reduced our

. 60 percent of alf tire buyers in the U.S. now start their SAG costs by more than $100 million excluding the S
buying process with internet research, we drove an +.unfavorable currency impact. -
- - internet marketing'effort to provide information to +  Our emerging markets businesses in Eastern Europe,
these consumers to increase their awareness of our Latin America and Asia all delivered record earnings
premium products and our dealers’ locations, We S and revenues in 2006.These bu;jneéses, which total -
continued to integrate our fleet of Goodyear blimps more than $4.5 billion in sales overall, experienced
into our ad@ertisiné strategy at major televised revenue growth of nearly 8 percent and segment ' - ot
events globally with térgéted product and technology operating income growth of 14 percent. '
.fnessages. Our blimp aétivities‘extended well beyond +  We emerged from the strike with the United .
North America with blimps op:'erating for marketing Steelworkers with an agreement that is a powerfu!
and sales support in Brazil and China. milestone for Goodyear and a critical step in our
+  With significant assistla.nce from our new product transfarmation. We were able to address our excess
: * and marketing initiatives, we saw a 7 percent high cost capacity in North America with the agree-
improvernent in revenue per tire last year driven by ment to close the Tyler, Texas, plant after December

-'strong pricing-and ‘product rﬁix.This price and mix 31, 2007. We improved productivity in a measurable

L T T T T R L L h L L LT T T r

. performance continued even as raw material costs way through a new wage structure, benefit savings .

. softened soméwhat in the fourth quarter. The benefit and improved production efficiencies. And we found
of strong marketing was reflected in our revenue, a solution to retiree health care through a ane-time
which grew in 2006 despite the impact of divestitures $1 billion contribution to a Voluntary Employee

and strategic decisions to exit certain segments of the Beneficiary Association (VEBA} trust fund, When com-

replacement market in North America.

" pleted the VEBA will completely remove the retiree
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health care obligation for both current and future
USW retirees from Goodye_‘ar. Ultimately the contract
- provides the ability to achieve up to $610 million in -

cost savings through 2009{and $300 million a year in
ongoing savings. 1

« Finally, we were proud of the way our dealers in North
America rallied in support of our efforts during the
strike. At our North America‘m Tire dealer conference in
early February | told our dealers that the outcome of
the strike might have been much different if not for
their loyalty and encourage;ment. Never hefore did we
need to be aligned as fully and never before have we
tested our relationship as fully. Our.dealers’ behavior
during this challenging timti: was professional, classy
and created deep emotional bonds with our people -
at Goodyear. '

Strong Business Platforms Created
The key result of our accomplishments in 2006 was the
creation of strong business platfofﬁ'is to better position
Goodyear for the future. | look at our business platforms
entering 2007 as a combination of£

+ Strength in Top Line Growth Capability -

= Step Change Improvement i Cost Structure

- Stronger Balance Sheet and *

- Tight Focus on Core Businessés
Top Line Growth ;
Our top line growth will be generated by price and volume
increases and continually richer product, brand and
customer mix, all supported by a continued stream of
new products, great marketing and_"an outstanding de:aler
network. Already in 2007 our robust new product engiﬁé
has delivered with North American launches of the
Goodyear Eagle F1 All-Season high performance tire and -
Wrangler SR-A SUV and Light Truck tire with WetTrac tech-
nology. We also introduced the Dunlop SP Sport Signature
passenger tire with HydroPaddle Technology and borrowed
from our European business two ou;s.tanding Goodyear
UltraGrip tires for the North American performance and SUV
winter segments. :

In Europe we launched a new Go'o:dyear UltraGrip

Extreme winter performance tire and a new Goodyear Eagle
1
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F1 Asymmetric tire for the high performance segment. Two--
new Dunlop tires, the SP Sport FastResponse and the 5P o
Sport Maxx GT, will be launched within weeks. - K ‘

We introduced our new “Get There” advertising cam-
paign, first to our North America dealers at our 2007 annual
meeting, and then to consumers at the Daytona 500."Get
There"is an inteérated mix of the'iconic branding of the -
famous Goodyear blimps combined with strong branded .
product information reaching consumers with messages on -
relevant technology. Qur dealers loved it, and we see “Get
There” not only as a powerful integrated, branded marketing
program, but as a whole new attitude for The Goodyear Tire
& Rubber Company. F '

Our continued progressin these areas is further evidence
of our view that we are a marketing company and not
simply an automotive supplier.

Cost Savings . .

In mid-2006, we raised our previous target established at our
September 2005 investor meeting of eliminating between
$750 million to $1 billion in cost by the end of 2008 to more
than $1 billion. However, given our rapid progress to date,
we are reevaiuatihg that goal with a view toward an even
more aggressive target.

These strong savings are in part driven by faster than
expected progress on our manufatturing footprint. With our
previously announced plans to discontinue tire production
in Valleyfield, Quebec, close factories in Tyler, Texas;
Washington, UK; Upper Hutt, New Zealand and Casablanca,
Morocco, we will have reduced our excess high-cost global
capacity by 21 million units, or more than 12 percent.This is
an area where we will continue to take actions to assure we

have capacity aligned with demand globally.

Stronger Balance Sheet

We set out four ye;'?rs ago to execute on a balance sheet
improvement plan‘and are now at a stage where we can
envision near-term achievement of our Capital Structure goal
of 2.5 times debt té EBITDA. With the anticipated combletion
of the sale ofl our Eﬁgineered Products business and the
benefit of an equity offering we believe we will have the
capital to reduce débt from more than $6 billion today to

levels consistent with our goal. Simultaneously we expect our
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unfun_'ded pension obligations to drop to about $1.7 billion i Lastyearl mentloned that the road ahead for Goodyear was

by year-end 2007 and our retiree healthcare obligation to {  not paved with a new strategy. That remains true today. The
drop to less than $800 million to reflect both our agreement i strategic platforms that have proven successful remain in

with the USW and changes to our salaried benefit and place. Our successful execution against these strategies will

pension plans announced thisyear, ... - i lead us to achievement of what we have called our next

e,

: : ‘ , ‘stage metrics. T .7 - :
" Core Businesses ’ : Those metrics that we first discussed with investors in

A further improvement in our future business platforms is a ¢ . September 2005 include: . - e

[

sharper focus on busmesses and targeted market segments ' = An8'percent SOI return on sales globally

where we can grow profi tably We have taken 'the necessary s percent SOI return on sales in our North American
actlons to exut businesses where we could n%t successfully . Tire business and ' A ,
compete for example our farm tire business and certain . 'Improlvément in our balance sheet so debt-to-EBITDA .
. segments of the private label tire business in North America does not exceed 2.5X

along W|th our tire fabric business. These actions not only As L reaffirm my confidence in these goals, | do so with

D N

freed up capltal but also will allow us to allocate resources i the knowledge that the strong business platforms that we

i : : L .
much moré eff aently gomg forward ' . ! have created will drive our performance.

o C _ | am very proud of what the Goodyear team accom-
 The Road Ahead ‘ .. :  plished in 2006. In a word, we were “innovative” in our
. When you combine our core business focus with strong ¢ approach.l would hope that as you look at Goodyear today,

top Iin_e growth, a'better cost structure and a stronger that is how you see us = as innovators not only of products
. balance sheet, you have an organization that is capable of and technology, but i innovators throughout all aspects of
moving forward at a much quicker pace than anything you. our business. The market is presentlng Goodyear with
have seen from Goodyear to date. In the first few weeks of i significant opportumtles in 2007 and beyond We plan to
2007 alone, we announced the elimination of tire produc- . i aggresslvely capltallze on those opportunmes While there
tion at Valleyfield; we closed our unprofi table aperations are still plenty of challenges ahead, we now have a proven
in Morocco; we 5|gned a new fi ve~year agreement with track récord and much stronger busmess platforms than

‘ NASCAR we mtroduced a host of |mpactful new products a whef our journey began

P

.in North Amerlca and Europe we launched aur new "Get

There advertlsmg campalgn before the end ‘of January we ! Respectfully submitted, -

brought our North American factories back up 'to fuII pre- >

strike productlon we repald almost $1 billion of borrowmgs R

under our revalving, credlt Ilnes,and we announced changes . : § é é A

10 our salaried benefit and pension plans

. . Withthe business platforms we have created, and the Robert J. Keegan ! Ao
pace at which we are executing, it is no longer about where Chairman, Chief Executive Offi cer& Pres:dent
lwe were. It is now about where we are - where we are L - . e
going - and knowing precisely what it's going to take for us : - . '
' ,to"GetThere : : P _ TR T

Ty P
ab
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIALiCONDITION
AND RESULTS OF OPERATIONS

OVERVIEW T Ly
The Goodyear Tire & Rubber Company. is one of the world’s leading mandI:ictnrers of tires and rubber products .
with one of the most recogmzable brand names in the world and operatlons m most regions of the world. We have a

broad global footpriit with 96 manufacturing facilities in 28 countries, mcludmg the United States. We operate our

- business through six operallmg segments, Five of our operating segments represent our regional tire businesses:

North American Tire; European. Union Tire; Eastern Europe, Middle East and Africa Tire (“Eastern Europe Tire™);
Latin American T1re Asra Pac1ﬁc Tire. -Our sixth' segment consists of our global Engmeered Products business.

_ Wehavebeen 1mplemermng strategies to drive top-line growth, reduce cpsts, improve our capital structure and -
focus on core businesses where we can achieve profitable growth. During 2006, while we continued to make -
progress in 1mplementmg these strategies, our results were adversely 1mpacted by dramatic increases in raw -
material costs, a reduction m the growth of the tire industry, an increasingly. competitive pricing environment,
particularly in Europe and Latm America, lower OE SUVand light truck sales in North America, and the impact of
the twelve week strike by the United Steelworkers. : ‘

-~

For the ‘year ended December 31, 2006, we had a net Ioss of $330|million compared to net income of
$228 million in the comparable period of 2005. In addition, cur total segment operating income for 2006 was -
$786 million compared to $1.16 billion in 2005, See “Result of Operations — Segment Information™ for addmonal
information. We estimate! that the United ‘Steelworkers (“USW™) strike reduced our ‘operating income by
approximately $361 mllhon in 2006 ($313 million in North American Tire and $48 million in Engineered
Products). Although our facilities impacted by the strike are now operating at pre-strike capacity, we expect that the
strike will impact results in 2007 due to reduced sales and unabsorbed fixed costs. We estimate that 2007 segment

_operating income will be négatively impacted by between $200 million to $23|0 million in North American Tire and

$5 million to $10 million i in anmeered Products. Most of this impact wrll occur in the first half of 2007. Whiie the
strike posed many challenges we belleve that our new master labor agreement with the USW will enable us to
significantly improve the cost structure of our North Amer1ca.n Tire Segment See “Union Agreement and “VEBA"”
below for additional mforrnauon

Our 2006 results were also |mpacted by significantly hlgher raw matenal costs. In 2006, raw matenal costs
were approximately $829 mllhon or 17%, higher than 2005 in our tire segments and approxlmately $40 million
higher in Engineered Products. While North American Tire, Eastern Europe Tire, Asia Pacific Tire and Engineered
Products either nearly offset or more than offset hngher raw matenal costs with price and mix improvements,
European Union Tire and Latin American Tire were unable to do so. In 2007 we expect raw material costs to
moderate and be flat with 2006 However, as last year demonstrated raw matenal costs can be extremely volatile.

[

In 2005, we announced a four-point cost savings plan WthI’l includes”continuous 1mprovement programs
reducing high-cost manufactunng capacity, leverage our global posmon by increasing Asian sourcmg, and reducing
Selling, administrative and general expense. We expect to achieve more than $1 billion of aggregate Bross cost
savings from the commencement of the program through 2008 The expected cost reducuons consist of:’

¢ from $350 million 10 over $450 mllhon of estimated savings refited (6 continuous 1mprovement initiatives
including safety programs, business process improvements such as six sigma and lean manufacturing, and
product reformulations {through December 31, 2006, we estimate we have achieved over $290 million in
savings -under these mmatwes) _ : f ‘

« from $100 million to over $150 million of estimated savings from the reduction of high-cost manufacturing
capacity (the announced closures of our Washington, U.K., Upper Hutt, New Zealand, Tyler, Texas and
Valleyfield, Quebec facilities are estimated to result in $135 million of savings when complete);

* between $150 millidﬁ to $200 million of estimated savings related. to our Asian sourcing strategy of
increasing our procurement of tires, raw materials, capital equipment and indirect (through December 31,
2006, we estimate we have achieved nearly $35 million in savings under this strategy);

¢« from $150 million to, over $200 mrlhon of estrmated savings from reducuons in selling, administrative and
general expenses related to initiatives including back-office and warehouse consohdanons and headcount

‘. 6
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it reductlons (through December 31 2006 we estlmate we have achteved more than $100 mlllron in’ savmgs

1 under these efforts). a . : - . ;.‘ .- s I e

Executron of our four-point cost savmgs plan and reahzatton of the prOJected savmgs is crrucal to our success. Also
as descnbed more fully in “Unron Agreement” and “VEBA” below, we expect to‘achieve an estimated $610 million
in cost savrngs through 2009 from our new master labor agreement (the $75 million of these savmgs related to the

‘closure of the Tyler Texas fac'hty 1s also mcluded in our’ four-pomt cost savings plan). "

We also contmued to make, progress on our Caprtal Structure lmprovement Plan in 2006 with the completton of
the sale of our North American and Luxembourg tire fabric operations to Hyosung Corporation for approximately

$77 mrlhon Other asset sales in 2006 ytelded proceeds of approxrmately $50 nnlhon These dtsposmons burld on

$ 100 million, lndonestan rubbér plantatton for $70 l’l'lllllOl.’] and ngtack adhesive resins business for $55 million,
We are also continuing ! with our efforts to’sell our Engmeered Products’business. Iri November 2006, we issued
$1 btllton in unsecured notes. A portton of the’ proceeds were used to repay at maturrty $216 million of notes'due
December 1, 2006, and we also plan to use the proceeds to repay $300 million of notes maturing March 15, 2007.

Whrle these and other activities have 1mproved our liquidity position, we continue to review potential divestitures of”

other non- core busmesses and assets and other ﬁnancmg optlons mcludmg the issuance of additional equity.

At our North Amencan dealer conference in early February 2007 we contrnued our transformation to a market-
drtven consumer- focused company w1th the- mtroductton in North’ Amenca of the Goodyear Eagle F1 All-Season
high performance tire with carbon fiber and the Goodyear Wrangler SR- A w1th WetTrac Technology for the SUV
and light truck market.In Europe, we launched the new Goodyea.r Ultraan Extreme, which is targeted at the
winter performance segment of the market and the new Goodyear Eagle F1 Asymmetric tire, which is targeted at
the hlgh performance segment We expect to mtroduce addltronal new tires in key market segments in.2007.

Our 2007 mdustry volume estlmates for our t»vo largest regtons are ds follows: In Nofth America we esttmale
consumer OE. volume wrll be up approxtmately ]% and commercml 10) 3 volume will be down as much as 20%
reﬂectmg a splke in demand in advance of the effecttve date of regulatlons regarding new commercial vehicie
emission standards. North Amerlcan consumer replacement volume is expected to be up approxrrnately 1% to 2%,
whrle volume for commercral replacement is expected to be flat. In Europe, consumer OE volume is expected 10 be
flat to down 1% and commercral OE volume is expected'to be up 4% to 5%, We’ expect consumer replacement
volume to be flat to down 3% and’ commercral replacement volume to  be up 1% to 2%. : '

“Our resuits of operations, finanéial posrtlon and liquidity could be adversely affected in future periods by loss
‘of market share or lower demand in the replacement ‘market or the OF 1ndustry, which would result in lower levels of
plant utilization and an in¢rease in unit-costs.” Also, we could expenence higher raw material and energy costs'in

future periods. These costs, if incurred, may not be recoverable due to pricing pressures present in today’s highly

‘competitive market and wé- may not be able to continué improving our product mix. Qur future results'of operations

are also dependent on our ability to successfully implement our cost reduction programs and address increasing -

competition from low- cost manufacturers We are-unable to predict future currency fluctuattons Sales and earnings
in future penods would be unfavorably impacted if the U.S, doltar strengthens agamst various forelgn currencies, or
if economic condttlons deterrorate in the economres in which we operate: Contmued volatile economic condmons
or changes in government pollc1es in emerging markets could adverscly affect sales and’| earnmgs in future penods
We may also be impacted- by economic dtsrupttons associated with global events including natural disasters, war,
acts of terror and civil obstructions. For additional factors that may impact our business and results of operations
please see “Forward Looking Information” on page 33 and “Risk Factors” in our Annual Report on Form 10-K for
the year ended December 31, 2006.

UNION AGREEMENT

“On December 28 2006, a new master labor agreement between the USW and us- was - ratlﬁed by the USW
membershlp The agreement covers ‘approximately 12,200 workers at 12 tire and Engtneered Products plants in the
‘United States through July 2009 We expect to achteve an estimated $610 million in cost savings throu £h 2009 from
this agreemernit ($70 m1ll|on $240 riillion and $300 m:lllon in 2007 2008 and 2009, respecttvely) These cost
savmgs con51st of: : ,

. approx1mately $300 million from increased producttvlty through lower wage rates, more Cost- effective
benefits and improved productron efficiency;

L]



» approximately $75 million from the reduction of capacity through the closure of the Tyler, Texas facility; and

» approximately $275 million in reduced legacy costs from the implementation of an independent Voluntary
Employee Beneficiary Association (“VEBA™) designed to provide for healthcare benefits for current and
future USW retirees and the elimination of the Company’s liability with respect to these benefits. The
projected savings from reduced legacy costs is contingent upon our obtaining certain court and regulatory
approvals. The projected 2007 legacy cost savings 1s for a six-month- period that assumes a mid-year 2007
elimination of our liability with respect to the USW retiree health care beneﬁts through 1mplementat10n of
the VEBA. . co I

These cost savings will be offset by approximately $40 million of additional costs resulting from other terms of the
agreement, primarily the restoration of pension service credit. We have also committed té make at least $550 million
in capital expenditures in USW represented plants over the term of the agreement

VEBA

As part of the new master labor agreement, we entered into a memorandum of understanding with the Usw
regarding the establishment of an independent Voluntary Employees Beneﬁc:lary Association (VEBA) intended to
provide healthcare benefits for current and future USW retirees. As a result, we expect to be able to eliminate our
post retirement healthcare (“OPEB”™) liability related to such benefits. The memorandum of understanding followed

substantna] negotiations between the USW and us.
t

We have committed to contribute to the VEBA $1 billion, which will consist of at least $700 million in cash
and an additional $300 million to be funded in cash or shares of our common stock at our option. If we contribute
shares of our common stock, the number of shares to be contributed. would be-based on the volume-weighted
average prices of our common stock for a period near the time of the District Court’s approval of the class settlement
or the time of contribution if;we exercise our right to delay the stock contribution, whichever would maximize the
number of shares to be contributed. If we elect to fund the VEBA with shares of common stock, the VEBA will
receive registered shares. The VEBA will have the nght to sell its shares in any equity offering we may make and, if
it chooses not to do so, will be required to observe customary “lock up” restrictions on the sale of its shares for a
period following completion of our offering. The VEBA will be required to vote its shares of our common stock in
the same proportion as all other outstanding shares.

The establishment of the VEBA is conditioned upon U.S. District Court approval of a settlement of a
declaratory judgment action to be filed by the USW pursuant to the memorandum of understanding. The USW and
we will seek the settlement of this action pursuant to a final judgment approving a non-opt out class-wide settlement
covering current USW retirees that confirms the fairness and structure of the VEBA.

We plan to make our conmbunons to the VEBA following the District Court s approval of this settlement. If
the VEBA is not approved by the District Court (or if the approval of the District Court is subsequently reversed),
the master labor agreement may be terminated by either us or the USW, and negotiations may be reopened on the
entirety of the master labor agreement. In addition, if we do not receive the approval of the U.S. Department of
Labor for any contribution of our common stock to the VEBA, ‘we have the right to terminate the master labor
agreement and reopen negotiations. If negotiations are reopened, we might be unable to achieve the cost reductions
we expect to receive from the master labor agreement. :

Despite making contributions to the VEBA, we will not be able to remove our liability for USW retiree
healthcare benefits (approximately $1.2 billion at December 31, 2006) from our balance sheet until this settlement
has received final judicial approval (including the exhaustion of all appeals, if any) and, if we have elected to
contribute $300 millicn of our common stock, until we have obtained approval of the stock contribution from the
U.S. Department of Labor. If the VEBA is funded but we are unable to remove this liability from our balance sheet
(e.g., an approval of the District Court is reversed on appeal), we will not be able to terminate the VEBA and recover
our contributions; rather, the funds in the VEBA shall be used to pay for USW retiree health benefits and we will
remain liable to pay those benefits. However, once we have made our contributions to the VEBA, all necessary final
judicial and regulatory approvals have been obtained and our OPEB liability for USW retiree healthcare benefits
has been eliminated, our OPEB expense is projected to be reduced by approximately $110 million per year based on
our most recent (2006) annual actuarial estimates.




RESULTS OF OPERATIONS — CONSOLIDATED

(All per share amounts are diluted) .

2006 Compared-to 20@5_ o
Net Sales . - .._.\' ’ ." L :. i g L “—“I‘.‘* . v

f - Nef sales in 2006 were $20 3 brlhon mcreasrng $0 6 blllron or 3% compared to 2005 A Net loss of $330 mlllron or
731 86 per share ‘was recorded in 2006 compared to Net incorite of $228 mllllon or 51. 16 per. share i in 2005.

_" g Net sales in 2006 for dur t1re segments weTe tmpacted favorably, by pnce and product mix by approxrmately

_ 81, 067 million, increased sales from our other tire related busmesses of approxrrnately $407 million, primarily. in

.« .. North American Tire, and favorable currency translatron of approxrmately $200 mlllron pnmarrly in European Union
5-_ Tire. Partially offsetting these were lower volume’ ‘of approxrmately '$405 l'l'lllllOll pnmanly in'Nofth American Tiré,

o -approximately $318 million of lower sales as a result of the USW. stnke and .approximately $265. million of sales’
R 3.' - '- related to 2005 North Amencan Tire dlvestltures Sales also decreased approxrmately $120 mrlhon in our Engmeered

ML lower sales as a result of thc USW stnke These were partrally offset by 1mproved pnce and mix of approxnmately
- “ $38 Il'lllllOIl and favorable currency, translauon of approxrmately $18 mllllOIl o
) " The followmg table presents our tlre unit sales for the penods mdrcated T ' Lo
‘ BT f . Year Ended December 31,
9 (In millions of tires} L . . R ‘.,‘.' " 2006 2005 % Change -
. 5 . Replacement Units-' B P S R T SO TS SR A S B .. '
- North ‘American Tire (U.S. and Canada) ...... T eeeel.. 6160 712 (134)%
o _ Intemattona] e DU i, 904 908 0 (05)%
Ca Total. .. ... e L.l 15200 1620 T (6%
3.+ North American Tire (U.S. and Canada). ... ...... T 293 307 - (48)%
R International . ... ........ e e 337 337 03%
T g7 DO S 630 ~ 644 - 22% °
? Goodyear worldwidé tirewnits ... 1L R 250 264 GO%
- 2 fa e ,,_.. Ten . . Y : -."-' ;4- % " ‘.
{_ i Worldwrde replacement umt sales in 2006 decreased from 2005 due primarily to an overall decline in the consumer

replacement market as well as strategic ‘share reduction’in the lower value segment in North American Tire. OE unit
. . sales'in 2006 decreased' from 2005 due pnmanly to'North ‘American Tire; driven by lower vehicle production, and
v European Union Trre due to our selective ﬁtment st:rategy and'a weak OE consumer market, offset by increased unit
sales in Latin Amencan Tire due to, mcreased market share "The USW strike. also decreased units by 2.8 million.

' i .n-_‘. .M _‘0.“.- f‘}"“f i;i’,"‘ . 'f R ! T

Cost'of Goods Sold* © "=+ *3 E* oo

Cost of goods sold (“CGS”) was $lf 0 billlon i_n’ZO(lﬁ an increase of $1.1 billion, or 7% compared to the 2005 period.

CGS increased t0 83.9% of sales in 2006 cornpared to 80.6% in-2005. CGS for our tire segments in 2006 increased due

~to higher raw material costs of approximately $829 million, and approxlmately $369 million of increased costs related

" to other tire related businesses. Product mix-related manufacturing cost increases of approximately $321 million,
" .. primarily related to North American Tire and European Union Tire, approximately $212 million of higher conversion
costs mainly in North American Ttre and forelgn currency translation of approximately $115 million, pnmanly
related to. European Umon Ttre also mcreased CGS. Also increasing CGS was -approximately $85 million of
accelerated deprec1atton and’ asset 1mparrment charges pnmanly related to the closure of the Washington, United
ngdom ‘Upper Hutt, New Zealand Casablanca, Morocco and Tyler, Texas facilities. Partially offsetting these
, . -increases were lower volume of approximately $360 million, primarily related to North Américan Tire, divestitures in
2005 of, approximately $227 million; lower depreciation expense of approximately $31-million as a result of the
1ncreased estimated useful lives of our tire mold equipment, and approximately $29 million as a result of a favorable
e settlement with a raw material suppliet. Also reducing CGS was savings from rationalization plans of approximately

l"ﬁ

e

+ . -
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$21 million and a pension plan curtailment gain in Brazil of approximately $15 million. The USW strike decreased
volume and product mix by approximately $229 million, and increased conversion costs and costs related to other tire
related businesses by approxrmately $222 million. Also included in 2005 costs-were $21 million of hurricane related
expenses. CGS also decreased by $87,million in the Engineered Products Division due to lower volume of
approximately $116 million, favorable settlements with raw material suppliers of approximately $16 million, and
savings from rationalization plans of approximately $4 million, which were partially offset by increased raw material
l costs of $40 million, unfavorable foreign currency translation of $13 million. The USW strike impact on EPD resulted
in hlgher costs of $35 million and lower volume of approximately $29 million,

. Research and development expenditures are expensed in CGS as incurred and were, $359 million in 2006,
compared to $3635 miilion in 20035, T ] v

N

Selling, Administrative and General Expense

T

Selling, adminisirative and general expense (“SAG”) was $2. 7 billion in 2006, a decrease of $89 million or 3%.
SAG in 2006 was 13.2% of sales, compared to 14.0%. in 2005. The decrease in our tire segments was driven
primarily by lower advertising expenses of approximately $49 million, primarily in the European Union and North
American Tire Segments, savings from rationalization programs of approximately $22 million, and lower wage and
benefit expenses of approximately $30 million, partially offset by stock- based compensation expense of approx-
imately $26 million. Also 2005 included approximately $10 million of costs related to hurricanes. These decreases L

i were partially offset by unfavorable currency translation of approximately $22 million, higher general and product

: liability expenses of approxrmately $15 million, primarily in North American Tire, and approximately $5 mitlion of
accelerated depreciation and asset impairment charges prrmanly related 10 a plant closure in Morocco. Also
increasing SAG was approx1mately $2 million of the' 1mpact of the USW smke EPD’s SAG was relatively flat year
OVer year.

Interest Expense

Interest expense was $451 million, an increase of $40 million during 2006 as compared to 2005. The increase was
primarily due to an mcrease in 2006 average debt levels due to ﬁnancmg arrangements entered into partly as a result
of the UUSW strike. - -

Other (Income) and Expense ‘ | AR o

Other (income} and expense was $76 million of income in 2006 an increasé of $146 million compared to
$70 million of expense in 2005 The increase in income was primarily due to,lower amortization of commitment
fees and other debt related costs of approximately $69 million, and increased interest income by approximately
$28 million from short term investments of the additional cash balances resulting from increased borrowings. In
2006 there were gains of approximately $21 million and $9 million; respectively, from the sale of a capital lease in
the European Union and the Fabric business, compared to a net loss of approximately $49 million in 2005 from the
sale of the Farm Tire and Wingtack businesses. 2006 also- included the reversal of a liability of approximately
$15 million in Brazil subsequent to a favorable court ruling. These gains were partially offset by approximately
$17 million in additional expenses related to general and product liabilities, pnmanly related to asbestos and a
decline of approximately $42 million in net insurance settlement gains.

For further information, refer to the Note to the Consohdated Fmancral Statements No. 3, Other (Income) and
Expense. .

Income Taxes :

. :
For 2006, we recorded tax expense of $106 million on a loss before income taxes and cumulatrve effect of
accounting change and minority interest in net income of subsidiaries of $1 13 million. For 2005, we recorded tax
expense of $250 million on income before income taxes and cumulative effect of accounting change and minority
interest in net income of subsidiaries of $584 million.

The difference between our effective tax rate and the U.S. statutory rate was due primarily to our continuing to
maintain a full valuation dllowance .against our net Federal and state defcrred tax assets and the net favorable
adjustments discussed below. .

'
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""Income tax. expense in-2006" and 2005 includes net"favorable: tax adjustments totahng $164. mrlhon and’-
$27 "imillion, respectrvely The adjustment for 2006 related pnmanly to the resolution of an uncertain tax position
regarding a reorganization ‘of certain' Iegal entities in 2001, which was partially offset by a charge of $47 million to

-establish a forergn valuation allowance; attributable to a rationalization plan. The favorable adjustment for 2005
related prlmarrly to the release of certain forergn valuation allowances :

t

" Our losses in certain fore:gn locatrons in recent perlods represented sufﬁcrent negatrve evrdence to requrre us
to, rnarntam a 'full valuation allowance agamst our net deferred tax assets in these forergn locations. However; if our
income- prolecnons for future pertods are. realized, it is reasonably possible that thése ‘earnings could provide
sufficient positive evidence torequire release of all, or a portion, of these valuation allowandes as early as the second
half of 2007 resulting ih one-time tax beneﬁts of up to $60 million ($50 rmlhon net of mmortty interests in net
income of subsrdrarres) ‘. ‘

b

For further 1nformanon refer to the Note to the Consohdated Ftnancral Statements No 14, Income Taxes

. 1
I pr .
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Ratlonahzatmns

R B . -
k) Lo A PO

. To, mamtarn global competltweness we have 1mplemented rattonahzatlon actions over the past ; several years for the
purpose of reducing excess and high-cost manufacturmg capacity and to reduce associate headcount We recorded
net ratronahzanon costs of $319.million in 2006 and $11 million in 2005. :

s

2006 S _
Rationalization actions in 2006 consrsted of plant closures in the European Union Tire Segment of a passenger tire

manufacturmg facility in Washmgton United Kingdom, ‘and Asia Pacific Tire's ‘Upper Hutt, New Zealand
passenger tire manufacturing facility.. Charges have also been 1ncurred fora plan in North'American Tire to close

our Tyler, Texas' tire manufactunng facrltty, which is expected to be closed in the first quarter of 2008, and a planin

_Eastern Europe Tire to close-our. tire manufacturmg business in Casablanca Morocco, expected to be completed in
the first quarter of 2007. Charges have also been incurred. for a pamal plant closure in the North ‘American Tire
: Segment 1nvolv1ng a plan.to discontinue tire‘production at our Valleyﬁeid Quebec: fac:llty, which is expected to be

completed by the second quarter ‘of 2007 Other plans in 2006 included an action in Eastern Europe Tire to exit'the -

El
bicycle tire and tube productlon hne in Deb1ca Poland ‘Tetail store closures'in the European Union Tire and Eastern
‘Europe Tire Segments : as well as plans in most segments to reduce sellmg, admtntstrattve and general expense
through headcount reductrons o Mo

* { ¥ Tt oo .a‘ T

For 2006 $319 mrllron of net charges were recorded New charges of $331 mrlllon were recorded and are

comprised of $323 million for plans initiated in 2006 and $8 million for plans initiated in 2005 for associate-rélated

costs. The $323 million of new charges for: 2006 plans consist of $293 million of ‘associate-related . costs and
$30 million primarily for non-cancelable- lease costs. The $293 “rhillion. of associate related costs consist of
approximately $166 million related prlmanly o assocrate related severance costs and approxrmately $127 million.

related. to- non-cash pension and postretrrement benefit costs. The net, charge in 2006 also includes reversals of

C %12 rrullron of reserves for actrons no longer needed for their ongrnally 1ntended purposes Approxtrnately 5 470

In add1tron tothe above charges, accelerated deprecratton charges of $83 ‘million and asset 1mpa1rrnent charges
of $2 million-were, recorded in Cost of goods sold related to fixed assets that will be taken out of service primarily in
connection with the. Washington, Casablanca, Upper Hutt, and Tyler plant closiires. We also’ recorded charges of
$2 million of accelerated depreciation and $3 million of asset impairment in Selling, administrative and general

. expen_se:
R
, i

V_Generat'

¥

Upon completron of the 2006 plans we estimate that annual operatmg costs will be reduced by approxrmately
-$212million (approxtmately $152 million CGS and approxtmately $60 miflion SAG). The savings realized in 2006

for the 2006 plans totaled approximately $30 million (approximately $19 million CGS and $11 million SAG). In
-addltron savings realized in 2006 for the: 2005 plans totaled approximately $29 million (approxrmately $19 million
2 CGS, and $10 mtllron SAG) compared to our estimate of $39 million. 2006 savings related to 2005 rationalization
“4ctivities did not achieve expected levels primarily due to plan changes and implementation delays.

: ,:';. BRO LR 3

BT .

Ea




For further information, refer to the Note to the Consolidated F1nanc1al Statements No. 2, Costs Assocnated
with Ratlonahzanon Programs ‘
1

2005 .

Rationalization charges in 2005 consisted of manufacturing associate reductions, retail store reductions, lT associate
reductions, and a sales function reorgamzauon in European Union Tire; manufactunng and administrative associate
reductions in Eastern Europe Tire; sales, marketing, and research and development associate reductions in
Engineered Products; and manufacturmg and corporate support group assoc:latc reductions in North American Tire.

For 2005, $11 million of net charges were recorded, which included $29 million of pew rationalization
charges. The charges were panially offset by $18 million of reversals of rationalization charges no longer needed for
their originally-intended purposes The $18 million of reversals consisted of $11 million of associate-related costs

. for plans initiated prior to 2004 and $7 million primarily for non-cancelable leases that were exited during the first
quarter related to plans initiated in 2001 and earlier. The $29 million of new charges primarily represented
associate-related costs and consist of $26 million for plans initiated in 2005 and $3 million for plans initiated prior
to 2004. Approximately 900 associates will be released under the programs initiated in 2005, of which approx-
imately 890 were released by December 31, 2006.

In 2005, $35 million was incurred primarily for associate severance payments, $1 million for cash pension
settlement benefit costs, $1 million for non-cash pension and postretirement termination benefit costs, and
$8 million was incurred primarily for non-cancelable lease costs.
2005 Compared to 2004
Net Sales

Net sales in 2005 were $19.7 billion, increasing $1.4 billion or 7% compared to 2004. Net income of $228 million,
or $1.16 per share, was recorded in 2005 compared to net income of $115 million, or $0.63 per share in 2004,

Net sales in 2005 for our tire segments were impacted favorably by price and product mix by approximately
$737 million, primarily related to price increases to offset higher raw material costs, higher volume of approx-
imately $186 million and formgn currency translation of approximately $175 million, Sales also increased
approximately $158 million due to improvemenis in the Engineered Products Dmsnon pnmanly related to
improved price and product mix of $65 million, increased volume of $59 1'[11”10[1 and forelgn currency translation of
$35 million. . "

. : .
The. following tabie présents our tire unit sales for the periods indicated:

Year Ended December 31,

{Ifn millions of n'rﬁ) K 2005 ) 2004 % Change
Replacement Units : .
North American Tire (U.S. and Canada). e . 712 70.8 0.5%
International . . . . . . P ..., 908 888 2.2%
Total ... .ooooeneni..., e 1620 159.6 1.5%
OE Units
North American Tire (US. and Canada). .. ..................... 30.7 31.7 3%
International . ....... e e w337 320 5.5%
Total .. ........ e 644 637 L%
Goodyear worldwide tire units ..................... e 2264 - 2233 1.4%

¥

Worldwide replacement unit sales in 2005 increased from 2004 due primarily to improvements in Eufopean Union
Tire. OE unit sales in 2005 increased from 2004 due primarily to improvements m Asia Pacific Tire, Latin American
Tire and Eastern Europe Tire. o
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Cost of Goods Sold - ;

CGS was $15. 9 btllton 1n 2005 an increase of $1.1 b1ll|on or 7% compared to the 2004 penod CGS was 80, 6% of
ales in-2005 and 2004 CGS for our tire segments in 2005 increased due to higher raw matenal costs of
approxtmately $526 riltion, higher volume of .approximately $146 million, product mix- related manufacturing

§
‘cost increases of approxrmately 5141 mrllton and foreign currency translatton of approx1mately $71 miliion.
Partially offsettmg thesé increases were decreased costs of $37° ‘million from rattonahzatlon actwmes ‘and .

L $42 million of lower other post employment benefit costs (“OPEB") ‘Also included in these costs were $21 million

o compared to $364 mlllton in 2004,

of humcane related expenses CGS also increased by $168 illion in the Engmeered Products Dwtsmn pnmanly

'related to h1gher conversron costs of $33 million, mcreased raw material cdsts of $30 mrlhon mcreased foreign

.

currency translation of 328 mtllron higher volume of $26 million and $21 million of I m1x

Research and development expendltures are expensed in CGS as incurred and were $365 mllllon in 2005

: :

VSellmg, Admmtstratwe dnd General Expense

. _SAG was $2. 8 blllron in 2005, an mcrease of $32 million or 1%. SAG in 2005 was 14 0% of sales, compared to
14 9%;in 2004. The i mcrease in our tire segments was driven primarily by. wage and benefits expenses that increased
by nearly $46 million, Wthh included an OPEB savings of $1].million, when compared to 2004, Foreign currency

translation, prrmarlly in Latm Amertcan Tire, increased. SAG in 2005 by approxtmately $14 million. In addition;

. SAG increased by $16’ mtllton‘due 1o our acqutsltlon and consohdanon of the remaining 50% interest ofa Swedish )

s retatl subsidiary during the third quarter of. 2004. $10 miltion of costs related to hurricanes also tmpacted SAG in

2005. SAG in 2005 included expenses for professional fees associated with the restatement and SEC investigation

5 ag'well as costs for Sarbanes -Oxley compliance. These costs decreased $26 million and $11 million, respectively
’ from 2004 levels In addmon rationalization activities decreased SAG by $8 million.

: Other (Income) and Extpense Lo ST

- financing fees and ﬁnadctal mstruments decreased $8 mllllon compared to 2004,

: Expense ' ;

Interest Expense

l

Interest expense was $411 million an increase of $42 mlllton in 2005. from $369 million in 2004, primarily as a

result of htgher average mterest rates, debt levels and interest penalties.

"o
¥

Other (mcome) and. expepse was $70 mtlhon of expense in 2005 an increase of $47 m:lhon compared to $23 miltion
of expense in 2004 Income from settlements with certain 1nsurance compames related to environmental i msurance

_coverage decreased $128 million i in 2005 from 2004 General and product llablllty ~discontinued product expense

decreased $44 rmllron frdm 2004 pnmanly due 'to $32 miliion of i 1nsurance settlements recelved in 2005. 2005 also
1ncluded greater net 16ssés on asset sales of $32 million; prlmanly due to the $73; mrllron loss in the salé of the Farm
T1re busmess in North Ar'nerlcan Trre These factors were partially offset by insurance recovenes in 2005 related to
ﬁre losses expenenced m 2004 at company facilities in Germany, France ‘and Thailand, whlch reduced expenses by
$26 million from 3004. Interest i mcome mcreased $25 million in 2005 due to hlgher average cash balances and
h1gher interest rates and'incoifie fi from equity in earmngs of affiliates increaséd by $3 million i in 2005 Expense from

i

o -;

For further mformatron refer to the Note to the Consohdated Financial Statements No 3, Other (Income) and

N

Income Taxes ~~ [

"For 2005 we recorded] tax expense of $250 million on income before income taxes and cumulative effect of

_.accounting change and mmonty interest in net income of subsidiaries of $584 million. For 2004, we recorded tax
expense of, $208 mlllron on 1ncome before 1ncome taxes and m1nonty interést in net mcome -of sub51d1anes of

. _1$381 mrllron

|
, mamtam a full valuanon allowance against,our rtet Federal and state deferred tax assets.. - . ..

K ] . - * e ot -

- 'I’he dlfl'erence between our effecuve tax rate and the U. S statutory rate was due pnmanly to our contmumg to

P s ‘_r_ . .
_1..;' " v . N
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| '
Income tax expense in 2005 and 2004 includes net favorable tax adjustments totaling $27 million and
$60 million, respectively. These adjustments related primarily to the release of certain foreign valuatlon allowances
for 2005 and the resolution of uncertaln tax positions in 2004.

For further information, refer to the Note to the Consolidated Financial Statements No. 14, Income Taxes.

Rationalizations .

+ + .
To maintain global competi(iveness we have implemented rationalization actions over the past several years for the -
purpose of reducing exces$ and high-cost manufacturing capacity and to reducc associate headcoum We recorded
net rationalization costs of $!1 million in 2005 and $56 mllllon in 2004.

2005

Rationalization charges in 2005 consisted of manufacturing associate reductions, retail store reductions, IT
associate reductions, and a sales function reorganization in European Union Tire; manufactun'ng and administrative
associate reductions in Eastern Europe Tire; sales, marketing, and research and development assocmte reductions in
Engineered Products; and manufacturmg and corporate support group associate reductions in North American Tire.

For 2005, $!1 million of net charges were recorded, which mcluded $29 million of new ratlonallzatlon
charges. The charges were partially offset by $18 million of reversals of rationalization charges no longer needed for
their originally-intended purposes. The $18 million of reversals consisted of $11 million of associate-related costs
for plans initiated prior to 2004, and $7 million primarily for non-cancelable leases that were exited during the first
quarter related to plans initiated in 2001 and earlier. The $29 million of new charges primarily represented
associate-related costs and consist of $26 million for plans initiated in 2005 and $3 million for plans initiated prior
to 2004. Approximately 900 associates will be released under the programs initiated in 2005, of which approx-
imately 890 were released by December 31, 2006.

In 2005, $35 million \_vas incurred primarily for associate severance payments, $1 million for cash pension
seitlement benefit costs, $1 million for non-cash pension and postretirement termination benefit costs, and
$8 million was incurred primarily for non-cancelable lease costs.

2004 ' '.

2004 rationalization activities consisted primarily of warehouse, manufacturing and sales and marketing associate
reductions in Engineered Products, a farm tire manufacturing consolidation in European Union Tire, administrative
associate reductions in North American Tire, European Union Tire and corporate functional groups, and man-
ufacturing sales and research and development associate reductions in North Aimerican Tire. In fiscal year 2004, net
charges were recorded totaling $56 million. The net charges included reversals of $39 million related to reserves
from rationalization actions ao longer needed for their originally-intended purpose, and new charges of $95 million.
Inciuded in the $95 miilion’ of new charges was $77 million for pians initiated in 2004. Approximately 1,165
associates will be released under programs initiated in 2004, of which approximately 1,155 have been released to
date (70 in 2006, 445 in 2005 and 640 in 2004). The costs of the 2004 actions consisted of $40 million related to
future cash outflows, primarily for associate severance costs, including $32 million in'non-cash pension curtail-
ments and postretirement benefit costs and $5 million of non-cancelable lease costs and other exit costs. Costs in
2004 also included $16 million related to plans initiated in 2003, consisting of $14 miliion for non-cancelable lease
costs and other exit costs and $2 million of associate severance costs. The reversals are primarily the result of lower
than initially estimated associate severance costs of $35 million and lower leasehold and other exit costs of
$4 miilion. Of the $35 million of associate severance cost reversals, $12 million related to previously-approved
plans in Engincered Products that were reorganized into the 2004 warehouse manufacturmg and sales and
marketing associate reductlons

Cumulative Effect of Accounting Change

On December 31, 2005, we adopted Financial Accounting Standards Board (“FASB”) Interpretation No. 47,
“Accounting for Conditional Asset Retirement Obligations” (“FIN 47”) an interpretation of FASB Statement
No. 143, “Accounting for Asset Retirement Obligations” (“SFAS 1437). FIN 47 requires that the fair value of a
liability for an asset retirement obligation (“ARO”) be recognized in the period in which it is incurred and the
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' settlement date is estimable! and is capitalized-as partof the can'ytng amount of the related tang1ble long-hved asset.
Our AROs afe primarily asslomated with the cost of removal and disposal of asbestos. Upon adoptton of FIN 47,-we
recognized a non-cash cumulative effect charge of approx1mate]y 5l m1lllon net of taxes and minority 1nlerest of

L ErEre R LI

$3 million. - , .t

(.

RECENTLY ISSUED ACCOUNTING PRONOUNC[LMILNTQ C e

On September 29 2006 the FASB issued SFAS No: 158, “Employers Accounttn;, for Deﬁned Beneﬁt Pension dnd
'Other Postretlrement Plang” (“SFAS No. 158”) SFAS No. 158 requtres an employer that SPONSOrs one or more
defined benefit pension plans or other’ postreurement plans. to l) recogmze the funded status of a’plan, measured as
the difference between plan assets at fair value and the benef' t obltgatton in"the balance sheet 2) recognize’ in
shareholders’ equity‘as-a component of accumulated other comprehenstve loss, net of tax, the gams or losses and
prior service costs or credits that arise during the period but are.not yet recognized as components of net periodic
benefit cost; 3) measure deﬁned benefit plan assets and obhganons as.of the date of the employer s fiscal year- -end
balance sheet; and 4) drsclhse in the notes to the ﬁnancral statements addmonal mformatlon about the effects on net
penod1c benefit cost for the next fiscal year .that arise from delayed récognition, of, the gains or losses, prior service
.‘costs or credits, and transttlon asset-or obligation,. We-adopted SFAS. No. 158 effecttve December 31, 2006. The
adoptton of SFAS No. 158 resulted in a decrease in total shareholders™ eqtnty of $1,199 million as of December 31,
2006. For further informiation regarding the tmpact of the adoptton of SFAS 158, refer to Note 13

_The FASB tssued SFAS No. 155, “Acc.ountmg for Certam Hybrtd Fmancml Instmments (“SFAS No 155”) in
.February 2006. SFAS*No. 155 amends .SFAS. No,- 133 “Accounting -for: Derivative - lnstruments and Hedging
Activities”, and SFAS No' 140-“Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
*. Liabilities” and addresses the appltcatton of SFAS No l33 to beneﬁcral mterests in securmzed ﬁnancml assets.
' are freestandmg denvanv‘es of that are hybrtd ﬁnanc1al tnstruments ‘that cOiitain an embedded derwanve requiring
bifurcation. Addmonally,} SFAS No. 155 permits’ fair valde measurement for any hybrld financial ifstfument that
contains an embedded denvauve that otherwise would requ1re bifurcation: SFAS No. 155 is effective for fiscal years
begmmng after September 15, 2006. We are’currently .assessing -the |mpact SFAS No 155 will have on our
consolidated financial . sthtements but do not anticipate it. w111 be matertdl 'f_‘

“The FASB issued. SFAS No 156 “Accounttng for Serv:cmg of Fmancral Assets an amendment of FASB
Statement No 140” (“SFAS No 1567) in March 2006 SFAS No 156 requ1res a company to'recognize a serv1c1ng
asset or servrcmg habrllty each time it undertakes an obltgatlon to service a: l' nancial .asset. A company 'would
recogmze a serv1c1ng asset or serv1c1ng |ldblllty initially at fair value A company w11] then be perrnttted to choose to
subsequently recogmze servicing assets 'and habrlmes usmg ihe amorttzatlon method or farr value measurement ’
method. SFAS No. ]56 is effective for fiscal years begmmng after September s, 2006 We are currently assessing

1
the i impact SFAS No 156 w1ll have on our consoltdated fi nancral statements but do not ant1c1pate itwill be matenal
b ;".r J . 't \‘o !

On July 13 2006 the FASB 1ssued FASB Interpretatlon No:48;: “Accounnng for Uncettamty in lncome Taxes-
an lnterpretatton of FASB Statement-No. 109" (“FIN No: 48”) FIN.No; 48 clarifies what criteria must be met pl‘lOI‘
Q"to recognition of the ﬁnancral statement beneﬁt of 2 posmon taken in"a Jtax retern. FIN No. 48 will require .
_'-compames to m(clude z}ddmonal qualttanve and quantttattve disclosures: wnhtn thetr ﬁnanctal statements. The
dtselosures will:includeé potenual tax beneﬁts from posmons taken for tax return purposes that have not been
recogmzed for, financial reporting purposes ‘and a tabular presematron of s:gntﬁcant changes durtng each period.
The disclosures will also include a discussion of the nature of uncertainties, factors which could cause a change, and
- an estimated range of reasonably possible changes in: ‘tax. uncertainties,; FIN No. 48 will:also require a'company to
recogmze a financial statement benefit for a position taken for tax:return purposes when it will be more-likely- -than-
not that-the position wnll be sustained. FIN No. 48 will: be: effecttve for fiscal years beginning after December 15,
2006, Tax positions | taken in prior years are being evalualed under FIN No. 48 and we anticipate we will i 1ncrease the
. opening balance of retained earnings as of January I; 2007 by up to- $3O million for tax benefits not prevnously
recognized under historicat practtce . : :

On September 15,2006, the FASB 1ssued SFAS No 157 “Fmr Value Measurements” (“SFAS No 1577).
SFAS No. 157 addresses how companies* should measure falr value’ when they. are requrred to use a fair value
measure for recogmttqn and disclosure purposes under-generally accepted accounting principles. SFAS No. 157
will require the fair value of an asset or liability to be based on a market based measure Whl::h will-reflect the credit . -
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risk of the company. SFAS No. 157 will also require expanded disclosure requirements which will include the
methods and assumptions used to measure fair value and the effect of fair value measures on earnings. SFAS No. 157
will be applied prospectively and will be effective for fiscal years beginning after November 15, 2007 and to interim
pericds within those fiscal years. We are currently assessing the impact SFAS No. 157 will have on our consolidated
financial statements. ) :

In September 2006, the SEC staff issued Staff Accounting Bulletin' No. 108, “Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements” (“SAB 108”). SAB 108
was issued to provide interpretive guidance on how the effects of the carryover or reversal of prior year
misstatements should be considered in quantifying a current year mlsstatemenl We adopted the provisions of
SAB 108 effective December 31, 2006. The adoption of SAB 108 did not have an impact con the consolidated
financial statements. h

CRITICAL ACéOUNTING POLICIES

The preparation of financial statements in conformity with generally accépted accounting principles requires
management (o make estimates and assumptions that affect the amounts reported in the consolidated financial
statements and related notes to the ﬁnanc1al statements. Actual results could differ from those estimates. Qur Cl’lthal
accounting policies foilow: : \

» general and product llablhty and other lmganon
= workers’ compensation,

* recoverability of goodwill and other intangible assets, .

* deferred tax asset valuation allowance and uncertain income tax positions, and

*» pension and other postretirement benefits. : ‘ .

On an ongoing basis, management reviews its estimates, based on currently available information. Changes in
facts and circumstances may alter such estimates and affect results of operations and financial position in future
periods. . .

General and Product Liability and Other Litigation. General and product liability and other recorded litigation
liabilities are recorded based on management’s analysis that a loss arising from these matters is probable. If the loss
can be reasonably estimated, we record the amount of the estimated loss. If the loss is estimated using a range and no
point within the range is more probable than anocther, we record the minimum amount in the range. As additional
information becomes available, any potential liability related to these matters is assessed and the estimates are
revised, if necessary. Loss ranges are based upon the specific facts of each claim or class of claim and were
determined after review by counsel: Court rulings on our cases or similar cases could impact our assessment of the
probability and estimate of our loss, which could have an impact on our reported results of operations, financial
position and liquidity. We record insurance recovery receivables related to our litigation claims when it is probable
that we will receive reimbursement from the insurer, Specifically, we are a defendant in numerous lawsuits alleging
various asbestos-related personal injuries purported to result from atleged exposure to asbestos 1) in certain rubber
encapsulated products or aircraft braking systems manufactured by us in the past, or 2) in certain of our facilities.
Typically, these lawsuits have been brought against multiple defendants in Federal and state courts. .| .

We engage an independént asbestos valuation firm to review our existing reserves for pending claims, provide
areasonable estimate of the liability associated w1th unasserted asbestos claims, and determine our receivables from
probable insurance recoveries.

A significant assumption in our estimated liability is the period over which the liability can be reasonably
estimated. Due to the difficulties in making these estimates, analysis based on' new data and/or changed circum-
stances arising in the future could result in an increase in the recorded obligation in an amount that cannot be
reasonably estimated, and that increase could be significant. We had recorded liabilities for both asserted -and
unasserted claims, inclusive of defense costs, totaling $125 million at December 31, 2006 and $104 million at
December 31, 2005. The portion of the liability associated with unasserted asbestos claims and retated defense costs
was $63 million at December 31, 2006 and $31 million at December 31, 2005.

We maintain primary inSurance coverage under coverage-in-place agreements as well as excess liability
insurance with respect to asbestos liabilities. We record, a receivable with réspect to such policies when we
determine that recovery is probable and we can reasonably estimate the amount of a particular recovery. This
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determination is based on consultation with our outside legal counsel and giving consideration to relevant factors,
including the ongoing legal proceedings with certain of our excess coverage insurance carriers, *Ehelr ﬁnanc1a]
v:abllrty, their legal obligations and other pértinent facts. :

The valuation firm also assisted us in valuing receivables recorded for probable insurance recoveries. Based ‘

upon the model employed by the valuation firm, as of December 3 1, 2006; (i) we had recorded 2 a recelvable related
to asbestos claims of $66' million, compared- to ‘$53 million at'Décember 31, 2005 and (ii) we expect ‘that

approximately 50% of asbestos claim related losses. would be recoverable up to our accessrble _policy-limits. The .

receivable recorded’ consrsts of an dmount we expect to collect’ under ¢ coverage—m plice agreements with certain

pnmary carriers as well as an amount we beliéve is probable of recovery from-certain of Gur excess coverage - -

insurance carriers. Of thrs amount, $9 million ‘was included in Current Assets as part -of Acéounts and notes

‘receivable at December 31 2006 and 2005.

-

In addition to our asbestos claims; we are a defendar'lt in various lawsuiis related to our Entran-II rubber hose
product ‘During 2004, we|entered mto a qettlement agreemem to-address-a substantial: portion of our Entran 1
liabilities. The claims associated with the plamtrffs that opted not to participite in the settlement will be evaluited in
a manner consistent with ohr other litigation claims. We had recorded liabilities related to Entran Ir clarms totahng

a

$217 mrlhon at December 31 2006 and $248 mllhon at December 31 2005 S0 an
v CE R ' (

Workers Compensauon We recorded liabilities, on a discounted basis, totalmg $269 mrlhon and $250 million for
anticipated costs related tolworkers compensation at December 31, 2006 and 2005, respectively-The costs inctude
an estimate of expected settlements on pending claims, defense costs and a provision for claims incurred but not
reported These. esumates| are based on our assessment of ‘potential liability using an analysis of available

~ information with respect to pending clalms historical experience, and curfent cost trends. The amount of our

- ultimate liability in respect of these matters may differ.from' these.estimates. We periodically update at least

»
-

1
annually, our loss development factors based on_ actuanal analyses At December 31 2006 the . hab111ty was
dlscounted using the risk- free rate of return. - :

»

For further 1nformat}on on general and product hablhty and other lmgauon envrronmental matters and
workers’ compensation, refer to the Note to the’ "Consolidated Fmancwl Statements No. 18, Commltments and
Contingencies.

e

Recoverability of Goodwill and Other Intangible Assets.  Goodwill dnd other intangible assets with indefinite lives
are not amortized under SFAS 142. Rather, these assets must be tested annually for impairment or more lrequent]y if

an indicator of i rmparrment is present.

P o .

SFAS No.. 142 requtres that goodwill be allocaled lo various reportmg units, which, .are elther at the operatmg .
segment level or one repc:rtmg level below the operatmg segment We: have detérmined .our reportmg units to be -

consistent” with our operating segments as determined- undér SFAS . 131 “Disclosurés aboul Segments of an

Enterprise and Related Informanon Our reporting units-for purposes 1 of app]ymg the provisions of SFAS 142 are -,

comprised of six strateglc business units: North American Tire, European-Union Tire, Eastern Europe Mlddle East
and Africa Tlre, Latin Arpencan Tire, Asia Pacifi¢ Tire, ard Engineerfed Products, which is managed on a global
basrs Goodwill is dllocated to these reporting units based on the original purchase price allocatlon for acqursmons

within the various reportmg units. Durmg 2006 there have been o changes o our reportmg umtb or in the manner .

_;‘ P

1y @

to whrch goodwﬂl was allocated.

) I . ' e S, '

o For purposes of our annual lmpamnem testmg, whxch is conducted'as of. July 31 each year, we determme the
estimated fair values of our. Teporting units using a valuanon methodology ‘based-upon an. EBITDA multiple using
comparable companies: Thc EBITDA multiple is ad]usted if necessary.to reﬂect local market conditions and recent

transactions. The EBITDA of the reportmé, units are adjusted to exclude certain non- recurrmg or unusual 1tems and,
corporate charges. EBITDA is based: upon a combmanon of historicat and forecasted result:a Srgmﬁcant decreases B
in EB[TDA in future penod% could be an ll"ldlCdllOl‘l of a potentral lmpalrment 'Addltronally, valuation mulnp]es of ™~

comparable companies would have to declme in'excess of 40% to 1nd|cate a potenual goodwrll lmpmrment

it
-

Goodwrll totaled $685 mrlhon and other mtangrble assets with. 1ndefimte lives totaled $121 million’ at

December 31,,2006. Thelvalucmon indicated’ ‘that there was.no 1mpa1rment of goodwdl or other 1ntang1ble assets
with indefinite lives. In addmon there were no events or c1rcumstances that indicated the impairment test should be

performed at December l’&l 2006. \ "ol SV S




 Deferred Tax Asset Valuation Allowance and Uncertain Income Tax Positions. At December 31, 2006 and 2005,
we had valuation allowances aggregating $2.8 billion and $2.1 billion, respectwely, against all of our net Federal
and state and certain of our foreign net deferred tax assets.

The valuation allowance was calculated in accordance with the provisions of SFAS 109 which requires an
assessment of both negative and positive evidence when measuring the need for a valuation allowance. In
accordance with SFAS 109, evidence, such as operating results during the most recent three-year period, is given
more weight than our expectations of future profitability, which are inherently uncertain. Our losses in the U.S., and
certain foreign locations in recent periods represented sufficient negative evidence to require a full valuation
allowance against our net Federal, state and certain of our foreign deferred tax assets under SFAS 109. We intend to
maintain a valuation allowance against our net deferred tax assets until sufficient positive evidence exists to support
realization of such assets. ' : ' v

The calculation of our tax liabilities involves dealing with uncertamtne&; in the application of complex tax
regulations. We recognize liabilities for anticipated tax audit issues based on our estimate of whether, and the extent
to which, additional taxes will be required. If we uItlmate]y determine that payment of these amounts is
unnecessary, we reverse the liability and recogmze a'tax benefit during the period in which we determine that
the liability is no longer necessary. We also récoghize tax benefits to the extent that it is probable that our positions
will be sustained when challenged by the taxing authorities. To the extent we prevail in matters for which liabilities
have been established, or are required to pay amounts in excess of our liabilities, our effective tax rate in a given
penod could be matenally atfected An unfavorable tax settlement would require cash payments and result in an
increase in our effective tax rate in the year of resolution. A favorable tax.settlement would be recognized as a
reduction in our, effective tax rate in the year of resolution. Effective Janvary 1, 2007, we will be required to
recognize tax benefits in accordance with the provisions of FIN No. 48. For additional information regarding FIN 48
refer to “Recently Issued Accountmg Standards” in Note 1. '

Pensions and Other Postrenremem Benef I5. Our recorded Ilablhty for pensions and poqtrenrement beneﬁts other
than pensions is based on ‘a number of assumptions, mcludmg

» life expectancies,
* retirement rates, .
¢ discount rates, - - -
» long term rates of return on plan assets,

"+ future compensation levels,
» future health care costs, and :
* maximum company -covered benefit costs

Certam of these assumpnom are determined with the assistance of independent actuaries. Asqumptlons about
life expectancies, retirement rates, future- compensatlon levels and future health care costs are based on past
experience and anllupaled future trends, including an asqumpuon about inflation. The discount rate for our
U.S. plans is derived from a portfolio of corporate bonds from issuers raled AA- or higher by Standard & Poor’s as
of December 31 and is rev:ewed annually. The total cash flows pr0v1ded by the portfolio are similar to the timing of
our expected benefit payment cash flows. The long term rate of return on plan assets is based on the compound
annualized return of our U. S. pension fund over periods of 15 years or more asset class return expeclauon'; and long
term inflation. These assumptions are regularly reviewed and revised when appropnate and changes in one or more
of them could affect the amount of our recorded net expenses "for these benefits. Other assumptions involving
demographic factors such as retirement age, mortality and turnover. are evaluated periodically and are updated to
reflect our experience and expectations for the future. If the actual experience differs from expeclauons our
financial position, results of operations and liquidity in future periods could be affec.ted

.. The discount rate used in determining the totat liability for our U.S. penmon and other postretirement plans was
5.75% at December 31, 2006, compared to 5.50%, 5.75% and 6.25% for December 31, 2005, 2004 and 2003,
respectively. The increase in lhe rate at December 31, 2006 was due primarily to higher interest rates on highly rated
corporate bonds. Interest cost included in our net periodic pension cost was $295 million in 2006, compared to
. $294 million in 2005 and $300 million in 2004. Although the reduction in the discount rate favorably affected
interest cost in our net perlodlc pension cost in those years, it also resulted in ari increase in the liability on which the
interest cost was based. Interest cost included in our worldwide net periodic postretirement benefit cost was
$135 million in 2006, compared to $149 mitlion in 2005 and $188 million in 2004. Interest cost was lower in 2006 as

‘
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Y result‘of the: reducnon in lhe poslreuremem ]ldblllty due’ to actuarlal gams + The welghted average remammg
service period “for employees covered by our U.S: plans’is approxnmately 13 years e e L

The following table presents the sensmvny of our U.S. pt‘O_}CCIed pemlon beneht Obll}:,dthIl accumulated other
postrenrement obligation, (deﬁcu) equlty ‘and 2007 expense to the indicated mcrea%e/decrease in key assumptlons

v

¥l - Changf. at Deacmber 31, 2006 ‘
Change PBO/ABO Equity 2007 Expense -,° -

(Dollars in millions)

i

-Pensions:

+ Assumption: . - : .
‘Discount rate .. ....J.... e +—-05% $280  $280 $19
Actual return on assets . .. ... ... ..., +—= 1.0%  N/A 35 6
‘Estimated return on asisets .................... o= 10%  N/A N/A 41
‘Postretirement Benefits;
Assumption:

 Discountrate ... ... R R EE TR R +-05% $102 5102 $1
. Health care cost trends —total cost . ... .......... +— 1.0% 6 ~N/A _ 1

-Although we experienced [an increase in our U.S. discount rate’ at the end. of 2006, a large portion of the
“unrecognized actuarial loss of $1,252 rmlhon in our U.S. pension plans as of December 31, 2006 is a result of the

+" overall decline in U.S, discount rates over time.  For purposes of detérmining 2006 U.S, net periodic pension
expense, our funded status was such thit we recognized $91 million of the unrecognized actuarial 16ss in 2006 We
will recognize approxlmatiely $59 millicn of unrecog,mzed actuarial losses in 2007. Given no, change to the

© assumptions at our- December 31, 2006 measurement, actuarial loss recognition will remain at an amount near that
to be recogmzed in 2007 dver the next few years before it begins to gradually decline.

“The actua! rate of return on our U.S. pension fund was 14.0%, 8.5% and 12.1% in 2006, 2005 and 2004
respecuve]y, as compared to the expected rate of 8.5%.

The service cost of our U.S. pension plans increased from $56 million in 2005, to $103 million in 2006 The
2005 expense reflects the sut;pensmn of pension service credit agreed to in our 2003 labor contract. This suspension
exp:red on November I, 2005. ! )
‘ ‘ Although we expenelllced an increase in our U.S. discount rate at the end of 2006, a large portion of the
. unrecogmzed actuarial loss of $221 million in our worldwide postretirement plans as of December 31, 2006 is a
result of the overall declmef in U.S. discount rates over time. The unrecognized actuarial loss decreased from 20035
pnmanly due to an actuanal gain. For purposes of determining 2006 worldwide net periodic postretirement cost, we ' ,
- recognized $9 mitlion of the unrecognized actuarial loss in 2006. We will recognue approximately $10 million of ‘
unrécognized actuarial losses in 2007, If our future experience is consistént.with our assumptions as of
December 31, 2006. actuarial loss recognm_on will gradually decline from the 2007 levels.

For further information on pensions and postreuremem benefits, refer to the Note to the Consolidated
Fmancml Statements No. l3 Pensions, Other Postretirement Beneﬁls and Savings Plans. .

<" RESULTS OF OPERATIONS— SEGMENT INFORMATION

Segment information reﬂect-; our strategic business umts (“SBU%”), -which are organized to meet customer -
requirements and global competltlon The Tire business is managed on a reglonal basis, Engmeered Products
is managed on a global basis. '

Results of operations are measured based on net sales to unafﬁ]:aled customers and segment operatmg income.
Segment operating income includes transfers to.other SBUs. Segment operatmg income is computed as follows: Net
- -Sales less CGS (exc!udmé accelerated depreciation charges and asset impairment charges) and SAG (including
~ certain allocated corporate administrative expenses). Segment operating income also includes equity-in earnings of
most affiliates. Segment operating income does not include rationalization charges (credits), asset sales and certain
other items. Segment assets include those assets under the management of the SBU.
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Total segment operating income was $786 million in 2006, $1.16 billion in 2005 and $946 million in 2004,
Total segment operating margin {segment operating income divided by segment sales) in 2006 was 3.9%, compared
to 5.9% in 2005 and 5.2% in 2004. -

Management believes that total segment operating income is useful because it represents the aggregate value of
income created by our SBUs and excludes items not directly related to the SBUs for performance evaluation
purposes. Total segment operating income is the sum of the individual SBUs’ segment operating income. Refer to
the Note to the Consolidated Financial Statements No. 16, Business Segments, for further information and for a
reconciliation of total segment operating income to (Loss) Income before lncome Taxes and Cumulative Effect of
Accounting Change.

North American Tire

: Year Ended December 31,
' ' 2006 2005 2004

{In millions)

Tire Units. . ... .. S e e e e e 90.9 101.9 102.5
NEt Sales .. ..ottt e ... $9089  $9.00]  $8,569
Operating (Loss) Income . . ...... ... . . i i (233) 167 74
Operatirig Margin . | .. .. .. .. e . Q6% 18%  09%

' ) !
;2006. Comparéd to 2005

North American Tire unit sales in 2006 decreased 11.0 mitlion units origlO.S% from 2005. The decrease was
primarily due to a decline in replacement unit sales of 9.6 million units or 13.4% due to an overall market decline in
the consumer replacement market as well as further strategic share reduction in the tower value segment, following
our, decision to exit the wholesale private label business, partially offset by increased share of our higher value
branded products. Also, OE volume in 2006 decreased 1.4 million units or 4.8% from 2005 driven by lower vehicle
productionl. Included in the volume decrease was 1.1 million units due to the Farm Tire divestiture and approx-
imately 2.8 million units as a result of the USW strike.

Net sales in 2006 decieased $2 million from 2005, Net sales in 2006 decreased approximately $386 million due
primarily to lower volume from the weak consumer replacement market and exiting the wholesale private label
business, approximately $318 million due to the unfavorable impact of the USW strike and approximately
$265 million from divestitures in 2005. Partially offsetting these were favorable price and mix of approximately
$543 million due to price increases to offset higher raw material costs and improved mix resulting from our strategy
to focus on the higher valug consumer replacement market and greater selectivity in the consumer OE market. Also,
positively impacting sales in the period was growth in other tire related businesses of approximately $393 million,
as well as currency translation of approximately $31 million.

i

Operating loss in 2006 was $233 million compared to operating income in 2005 of $167 million, a decrease of
$400 million, Operating income was unfavorably impacted by increased raw material costs of approximately
$373 million, increased costs of approximately $313 as a result of the USW strike, increased conversion costs of
approximately $135 million, primarily driven by lower volume and higher energy costs, lower volume of
approximately $45 million and approximately $34 million of income related to divested businesses. Partially
offsetting these were favorable price and product mix of approximately $367 million, and lower SAG costs of
approximately $55 million, which includes lower wages and benefits of approximately $20 miltion, approximately
$17 million of lower advertising expenses, and approximately $9 million of savings from rationalization plans,
partially offset by $15 million in increased general and product liability expenses. In addition, approximately
$21 million of favorable settlements with certain raw material suppliers, increased operating income in chemical
and other tire related businésses of approximately $22 million, and approximately $15 million of lower depreciation
expense as a result of the increased estimated useful lives of our tire mold equipment favorably impacted operating
income. In 2005, approximately $25 million of costs were incurred associated with the hurricanes, We expect that
the USW strike will continue to have an impact in 2007 due to reduced sales and unabsorbed fixed costs, and
estimate that North American Tire’s segment operating income will be negauvely impacted by between $200 mil-
lion to $230 million, moslly in the first half of the year.
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Operating income in 2006 did not include approximately $14 million of accelerated deprer:latlon primarily
related to the closure of the Tyler Texas facility. Operating income also did not- include net rationalization charges

. (credlts) totaling $187 million in 2006 and $(8) mllhon in 2005 and' (gdlns) losses on asset sales of $(l 1) m1l]|on in

_2006 and $43 million in 2({05 ) e . Vo

2005 Compared t0 2004 B

,‘,.

Nonh American Tire-unit sales in-2005 decreased 0.6 mlll1on units or 0. 6% from 2004, Replacement unit sales in

- 2005 increased 0.4 million umts or 0 5% from 2004, QE volume:.in 2005 decreased 1.0 million | umts or 3. 3% from
) 2004 due pnmanly toa slowdown in the automotwe industry’ thal resulted i in lower levels of vehlele productlon and

A .
our selectlve ﬁtment strategy in the consumer OE busmess e '; S I

. g
i . 5 3 rag K ‘:_‘ L

Net sales in. 2005 1ncreased $522 mllllon or 6% from 2004 Net sales in-2005 mcreased approxtmately

.- ~$353 million due pnmanly to.price mcreases to offset hlgher raw ‘material costs and 1mproved niix resultmg from
- our strategy to focus on the hlgher value consurner replacement market and greater selectivity in the constmer OE . ~

1
market. Also, positively impacting sales in the period was a growth in other tire related businesses of approxtmately

'5167 million, as welt as translation of $33 mtlllon The 1mpr0vements were offset by a’ decrease 1n volume of

approxlmately $31 mlll10nl I . = - L .., .

: Operating income in 2005 increased $93 million or 126% compared to 2004 The i 1mprovement was due to.our

- tire business’ improved price and product mix of approxlmately $244 milltion, driven by factors descrlbecl above,
. lower conversron ‘costs of $85 million, pnrnarlly related to the rmplementanon of cost reductron lmtlatwes resultmg

"in producnvny improvements; lower othér post-employment benefit costs (“OPEB") costs and [rationalization

activities, and lower segm’ent SAG costs of approxlmately $8. million. The decreasé in SAG costs was pnmanly

“related to lower OPEB ancl' lower general and product lability expenses, partially offset by hlgher wage and beneﬁl

costs Also positively impacting our operatmg income was an approximate $46 million tmprovement in the earnings
of our retail, external chemlcals and.other tire related businesses. The 2005 perlod was unfavorably 1mpacted by

.increased raw material costs of approxlmately $283 million in our tire busrness and $25 million of costs assocnated

4
-l 1N

w1th the hurricanes. . . : - LT e

“In connectlon with our then exnstmg master contract with the USW employees represented by the USW dld not

'recewe service credit under the U.S: hourly pensicn plan for a two year period ended November 1, 2005 As aresult, ©

pension expense was reddced in 2005 and 2004 by approxtrnately $43 million and 544 mllllon,‘respectlvely

Operating ‘income d1d not. mclude net l‘dllOﬂdllZdIl()n charges (credns) totalmg $(8) mllhon m 2005 and
$9 million in 2004. In addition, operaung mcome dld not include losses on asset sales of $43 mlllton n 2005 and
$13 mlllton in 2004, | o . T RN : o

. "" . »

European Union Tire - ’ ' ' T
b - ' Lot

Yeat Ended December. 31,

, (in-mitlions) ) ' o 2006 2005 . 2004 "
-+ Tire Units. . .....0........... e PR 635 643 62817
Net Sales e Lo e P, 34,990 34,676 - $4,476
Operatmg Income | ......................... PR 286 317 253
Operating Margm ] S 57% . 6.8% 5.7%

2006 Compared to 2005

European Union Ttre Segment unit sales in 2006 decreased 0. 8 lTlllllOl] units or l 2% from 2005. OE volume
decreased 0.8 million units or 4.1% due to a selecuve OE fiument strategy and a weak OE consumer market.

.Net sales in 2006 mcreasecl 5314 mlll1on or 7% from’ 2005 The increase was due pnman]y to pnce and product
mlx of appro;umately $246 million, driven by price increases, to offset hi gher raw material costs and a favorable mix

I
E fm the conisumer replacement and commerc1al markets. *Also favorably - 1mpactmg sales’ was' currency translation
" totaling approximately $109 million: This improvement was. partlally offset by the lower votume of $48. m11]10l1

. pnmanly due to decreased consumer OE sales:
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Operating income in 2006 decreased $31 million or 10% compared to 2005 due to higher raw material costs of
approximately $224 million, increased conversion costs of approximately $25 million and lower volume of
approximately $12 million; Partially offsetting these were improvements in price and product mix of approximately.
$136 million, driven by price increases to offset higher raw material costs and the continued shift towards high
performance and ultra-high performance tires, lower SAG expenses of approximately $69 million, primarily due to
lower advertising and wagés and benefits and lower research and development of approximately $5 million. Also,
lower depreciation expense as a result of the increased estimated useful lives of our tire mold equipment of
approximately $10 million, favorable settlements with certain raw material suppliers of approximately $6 million
and favorable currency translation of approximately $6 million favorably impacted operating income.

Operating income in 2006 did not include approximately $50 million of accelerated depreciation primarily
related to the closure of the Washington, UK facility. Operating income also did not include net rationalization
charges totaling $64 million in 2006 and $8 mllllon in 2005 and gains on asset sales of $27 million in 2006 and
$5 million in 2005.

European Unicn Tire’s results are highly dependent upon Germany, which accounted for approximately 43%
and 38% of European Union Tire’s net sales in 2006 and 2005, respectively. Accordingly, results of operations in
Germany will have a significant impact on European Union Tire’s future performance.

2005 Compared to 2004

B

European Union Tire Segmc.nt unit sales in 2005 increased 1.5 million units or 2.4% from 2004. Reptacement unit
sales increased 2.1 million unns or 5.0% due prlmanly 10 share gains in the consumer market. OE volume decreased
0.6 million units or 3.4% due to overall softness in markets in the region. .

Net sales in 2005 increased $200 million or 4% from 2004, The increase was due primarily to price and product

mix of approximately $214 mitlion, driven by price increases to offset higher raw material costs and a favorable mix

toward the consumer replacement and commercial markets. Also contributifg to the sales increase was a volume

increase of approximately $95 million, largely due to increases in the consumer replacement market. This

improvement was partially offset by the lower sales in other tire related busmesqes of $62 million, primarily

due to the closure and sale of retail locations, and unfavorable currency translation totaling approximately
- $43 mullion.

Operating income in 20035 increased $64 million or 25% compared to 2604 due to improvements in price and
product mix of approximately $145 million driven by price increases to offset higher raw material costs and the
continued shift towards high performance, ultra-high performance and commerc1al tires. Also positively impacting
operating income was higher volume of $23 million. Operating income was adversely affected by higher raw
material costs of approximately $60 million, higher pension costs in the United Kingdom of $23 million, primarily
due to a lower discount rate, and higher SAG expenses of approximately $18 million, primarily related to higher
distribution and advertising expenses.

Operating income did 'n_ot include net rationalization charges totaling $8 million in 2005 and $23 million in
2004. In addition, operating income did not include gains on asset sales of $5 million in 2005 and $6 million in 2004,

Eastern Europe, Middle East and Africa Tire
’ Year Ended December 3,

(In millions) i ) 2006 2005 2004
Tire UniS . . oottt e e e 20.0 19.7 18.9
Net Sales . . i ettt e e e e $1,562 $1.437 31,279
Operating INCOME . . .4 ... ... it 229 198 194
Operating Margin . .. ... . i 147%  13.8%  15.2%

2006 Compared to 2'005

Eastern Europe, Mlddle East and Afnca Tire unit sales in 2006 increased 0. 3 million units or 1.5% from 2005
primarily related to increased replacement unit sales of 0.6 million or 3. 6% primarily due to growth in certain
countries. OE units sales decreased 0.3 million units or 7.1% due primarily to the exit of non-profitable businesses.
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Net sales in 2006 mcrezlsed by $125 mllhon or 9% compdred 10’2005 mamly due to price increases to recover
hlgher raw material costs. and favorable product mix: due to continued- growth of high performance tires and
premium brands of approxlmalely $106 million, increased volume of approximately $19 million,’mainly,in Central
Europe and Russia, as well as improved other sales, mamly South African retail sales of dpproxrmately $9 mllhon
These were offset i in part by unfavorable translation’ of $10 mllllon -

o

Operallng income in. 2006 lncreased by $31, rrnlllon or 16% ‘from 2005 Operatmg mcome in 2006 was‘

favorably impacted by prlce and. product mix of. approxlmutely 373 mllllon due to factors descrtbed above,

favorable. foreign currency trans]auon of approximately $10. mlllton and 1mproved volume of apprommately‘

$6 million primarily in emerging markets. Also favorably i 1mpact1ng operatmg income was lower SAG expenses of
approx1mately $10 million' due .io a’decrease in marketmg expenses *and improvement-in- other-tire’ related

!
businesses of $5 million. Negatrvely impacting operating.income were higher raw materiai costs of approximately .
$61 mllllon and higher conversion costs of approxtmately $l6 rrnlhon pnmartly due to mcreased energy costs'

[

", Operatmg income did not mclude accelerated deprec1anon chdrges and asset wnte offs of §1 2 m11l|0n in 2006
related ‘to the closure of the Morocco fac1[1ty Operating income also d1d ot include’ net rallonallzatlon charges
totaling $30 million in 2006 and $9 mlllIOI'l in 2005 and net (gains) losses on.asset sa]es of $(1) mllllon in 2006 and
51 mllllon in 2005. S . . e

}

2005 Compared to 2004 N B ) - . - T

Edstem Europe Mlddle East and Afl‘lCd Tlrc unit sales in 2005 1ncreased 0.8-million units or 4.5% from 2004‘

prlma.nly related to mcredsed OE unit sales of 04 milliéa or 13. 9% prtmanly due to growth in lhe automotlve
industry in South Afrtca Replacement units sales mcreased 0. 4 m1]hon umts or 2.4% drlven by’ growth m ernergmg

markets : . . A - . . : .

.. . Lo s
VORI -

" Net sales in 2005 increased by $l 58 mllhon or 12% compared to 2004 mamly due to price’ mcreases to recover- o
higher’ raw material costs}and favorable product’ mtx due to contmued growth of high- performance t1res ‘and

premium brands: of approxrmately‘$60 miillion, favorable trdnsldtton of $42 “million, “increased - volume of

approximatély’ $37 million, mamly in emergmg markets ‘as “well “as mcreased South Afrtcan retall sales of,

"

approxlmately $15 million. - " — AL N R »': o R

" Operating i income in 2005 increased by $4 million, or 2% from 2004. Operatmg income in 2005 was favorably .
impacted by price and product mix of approxlmdtely $39'mnillion due to faclors described above 1mproved volume
*of approximately 516 mllllon primarily in emerging markets, forelgn currency. translation of approxtmately ;
$16- ‘million and i 1mprovement in other tire related busmesses of $4 million. Negauvely impacting operating mcome__ '
_ were higher raw material costs of approximately $40 mtllron higher conversion costs of approximately $18 million -

{
primarily relatedto production adjustments in certam markets to reduce inventory levels, Higher'SAG costs also

.,
negatively 1mpacted operatlng income by- $]5 mtlllon pnmarlly due o mcreased sellmg dcuvuy in. emergmg :

markets

Opemtmg income dld not include net ratlonahzdtron charges totaling $9 mlllton in 2005 and $4 m1]hon in
2004 In addition, operatmg income did not include losses on asset sales of $1 million in 2005

' Latin American Tire

Year Endéd December 31,

{In millions) ) 2006 2005 - 2004
Tire Units® . ... ... e S SR L2012 204 - 1956
Net Sales . ..o, ..o U $1,604" $1 466 1,245
Operating Income . .|, .. ............ P 326 295 © 251

 Operating Margin . 1. "o . 203% . 201%  202%

Ly
h)

4

,Latm Amertcan Ttre umt sales in 2006 increased 0. 8 ml]hon umts or 3 6% compared to 2005 pnmanly due to an

i lncrease in OE volume ot}c 0.9 million units-or 17.1%. OE volume increased due to new business and increased
’ ‘mdrket $hare. Replacement units decreased 0:1 million .units or-1.2%. . :
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Net sales in 2006 increased $138 million, or 9% compared to 2005. Net sales increased in 2006 due to the
favorable impact of currency translation, mainly in Brazil, of approxlmately $63 million, increased volume of
approximately $47 million, and favorable price and product mix, of approx1mately $60 million.

Operating income in 2006 increased $31 mllllon or 11% compared to 2005. Operatmg income was favorably
impacted by approxlmatcly $46 million from the favorable impact of currency translation, approx1mately
$60 million due to improved price and product mix, a pensiofi plan curtailment gain of approximately $17 million,
and $14 million due to increased volume. Increased raw material costs of approximately $96 million and higher
‘conversion costs of approxnmate!y $10 million negatively 1mpacted operatmg income compared to 2005.

Operating income did not include net rauonahzanon charges totaling $2 mlllmn in 2006 In addmon operating
income did not include gains on asset sales of $1 million in 2006 and 2005.

Latin American Tire's results are highly dependent upon Brazil, which accounted for approximately 46% and
44% of Latin American Tire's net sales in 2006 and 2005, respectively. Accordingly, results of operations in Brazil
will have a significant impact on Latin American Tire’s future performance. Moreover, given Latin American Tire’s
significant contribution to our operating income, significant fluctuations in their sales, operating income or
operating margins may have disproportionate impact on our consolidated results of operations. .

2005 Compared to 2004 -

Latin American Tire unit sales in 2005 increased 0.8 million units or 4.5% compared to 2004 primarily due to an
increase in OE volume of 0.8 million units or 18.9%. OE volume increased as a result of strong growth in Latin
American vehicle exports 1o Europe, Africa and North America. Replacement unit sales remained relatively flat, in
lme with a relatively flat replacement market in Latin America.

Net sales in 2005 mcreased $221 million, or 18% compared to 2004. Net sales increased in 2005 due to the
favorable impact of cur[cncy translation, mainly in Brazil, of approximately $117 million, favorable price and
product mix, of approximately $61 million and increased volume of approximately $54 million. These increases
were partially offset by a reduction in sales of other tire related businesses of $15 million.

Operating income in 2005 increased $44 million, or 18% compared to 2004. Operating income was favorably
impacted by approximately $87 million primarily due to improved price, approximately $66 million from the
favorable impact of currency translation, and $16 million due to increased volumes. Increased raw material costs of
approximately $93 million, higher conversion costs and SAG expenses of approximately $21 million and $8 million,
respectively, due primarily to higher compensation costs, negatively impacted operating income as compared to
2004. The reduction in salés of other tire related businesses reduced operating income by approximately $7 million.

-
Operating income did not include net rationalization credits totaling $2 million in 2004, In addition, operating
income did not include gains on asset sales of $1 million in 2005.

.

Asia Pacific Tire

Year Ended December 31,

{In millions}) . : 2006 2005 2004
Tire UDES . . oo v v se e et e e e e e e e e e .. 194 20.1 19.5
Net Sales . ....... e .. $1,503  $1423  $1.312
Operating INCOME . .. ..\ vv e 104 84 60
Operating Margin . . R R R R e . 69% = 59% 4.6%

2006 Compared to 2005

Asia Pacific Tire unit sales in 2006 decreased 0.7 million units or 3.3% compared to 2005. OE volume increased
0.1 millicn units or 3.0% mainly due to improvements in the Chinese and Indian OE markets. Replacement units
decreased 0.8 million units or 6.1% driven by reduced participation in low margin segiments of the market, as well
as, increased low-cost import competition in several countries within the region. :
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Net sales in 2006 increa'sed $80 million or 6% from-2005 due to favorable price and product mix of
approxrmately 5112 mtllron‘ and to favorable currency translation of approxtmately $7 million. Parttally offsetting
these increases:was lower volume of approxrmately $37 mtlllon

Operatmg income in 2006 mcreased $20 mllllon or 24% from 2005 due prtmanly o tmproved pnce and
product mix of approxrmately §110 million, and approx:mately $2 mrlhon in favorable settléments with certain raw
material suppliers. These were offset i in part by raw material cost increases of $75 million, decreased volume'of

!
approxnmately $8 million, decreased income in our Asian joint ventures of approxnmately $6 mtllton and ‘increased .

conversion costs of approx1mately $5 mllllon due to lower production volumie..

‘-“»f'\.

Operating i mcome in 2006 did not mclude approxrmately $i2 mtllton of accelerated deprecratton related to the ‘

closure of the Upper Hutt, l\llew Zealand facility. Operatmg income also drd not inchide net rationalization charges
(credits) totaling $28 million in 2006 and $(2) mrlllon in 2005 and galns on aeset sales of $2 mllllon in 2006

Asia Pacific Tire’s results are htghly dependent upon Australla which accounted for appr0x1mately 46% and E

47% of Asia Pacific Tire’s t:ret sales in 2006 and 2005, respectively. Accordingly, results of operattons in Australia
will have a srgmficant impact on Asia Pacific’s Tire’s future performance

2005 Compared to 2004 | LT

Asia Pacific Tire unit sales in 2005 1ncreased 0.6 mlllton umts or 2.5% compared to 2004. OF volume. increased
1.2 miltion units or 20. Q%Imamly due to lmprovements in ‘the Chinese OE market Replacement units decreased
0.6 million units or 4. 0% driven by mcreased competttton with low cost tmports

Net sales in 2005 mcreased 3111 million or 8% from 2004 due to favorable price and product mix ofr

approximately $49 mllllon drrven by pnce increases to offset hlgher raw matenal costs, and 10 favorable pnce in

our off-the-road busmess m response to strong market demand. Also favorably impacting sales was currency

translation of approxrmately $26 mtllton and volume of approxtmately $31 million.

. Operating income in{2005 increased $24 million or 40% from 2004 due primarily to 1mproved pnce and
product mix of approximately $60 million, driven by factors descrtbed above non- recurrmg FIN 46 related charges
of approxlmately $7 mitlion in 2004, and lower research and development costsof $5 million. Also positively
impacting income for the penod was increased volume of approxrmately $6 million and a $4 l'l'lllll()l‘l increase in
other tire related businesses. These were offset in part by raw material’ cost increases of $50 million and higher SAG
costs of $8 mtllton due pn'marrly to development of our branded retail and global sourcmg mfrastructure in Chtna

Operatmg income d1d not include net rattonaltzatton credrts totalmg $2 mtllton in 2005.
' ! , :' 1.‘

Englneered Products

l |
) ! . - A - Year Ended Dece‘mber 31,‘- ..
(In mitlions) r o . . . L - 2006 - 2005 . 2004 ',’7 .

" NetSales ...l e RE L...t. $1510 SL630 -S§1H472
Operating Tncome . 1. . . .. e U Lo 74 13t 14
Operating Margin . Lo P 4.9% 6.3%, 1.7% ..

2006 Comparedm 2005 . S . PR

Englneered Products’ sales decreased 31 20 mllllon or 7% in 2006 compared to 2005 levels due to decreased volume-

of ‘approximately. $134° mtllron related to antrcrpated -declines in: mlltlary sales and approxrmately $45 million
détline in sales as a result of the USW strike. Favorably |mpactmg sales were improved price and product mtx of
approximately $38 mtllton and currency translatton of’ approxrmately $18 million. .’ -

Operating: income m 2006 decreased $29 million, or 28% compared to 2005 dué primarily to the negative
impact of the USW strike by approximately $48 million, increased raw material costs of approximately $40 million,
and lower volume of approxtmate]y $18 million.  Partially offsettrng these were favorable price and product mix of
approximately $39 million, approxtmately $16 million in favorable settlements wnth certain.raw matenal suppliers,
approxtmately 51 mlllllon in lower SAG and lower conversion costs of approxtmately $4 million. In addition;

) _
currency translation of approxlmately $3 million and approximately $2 million related to'a pension plan curtailment

gain in Brazil, favorably mpactcd operaung income. We expect that the USW strike'will contmue to have an 1mpact

..“ . - . " ,..,."

.-
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in 2007 due to reduced sales and unabsorbed fixed costs, and estimate that Engmeered Producls segment operating
mcome will be neganve]y impacted by between $5 million to $10 million, mostly in the first half of the year.

Operating income m 2006 did not include accelerated deprecmuon charges of $2 mllhon in 2006. Also,
operatmg income did not include net rationalization charges totalmg $8 million in 2006 and $4 million in 2005.

2005 Compared to 2004 .'_'
Engineered Products sales increased $158 mllllon or 11% in 2005 compared to 2004 levels due to improved price
and product mix of approxlmately $65 million, increased volume of approxrmately $59 million, and favorable
currency translation of approx1mate1y $35 million. The growth in net sales was driven by an increase in industrial
sales of approximately $144 million compared to 2004, primarily due to strong industry demand from ‘petro-
chemical and mining customers. Replacement product sales increased by apprommate]y $16 million compared to
2004 primarily due to increased’ market penetration. As anticipated, sales of Military products dec]med by
approx1mately $13 mllllon compared to 2004. . : ~

Il

Operatmg income in 2005 decreased $11 million, or 10% compared.to 2004 due pnmarlly to mcreased
conversion costs of approximately $33 million, related to the decline in our military business and OE production
shifts to low cost production facilities, Also negatively impacting operating income were increased raw material
costs of approximately 330 million, higher SAG expenses of approxrmately $13 million due primarily to increased
compensation, consulting expense, and bad debt expense and higher freight costs of approximately $11 million asa
result of higher fuel costs. Partially offsetting these higher raw material and conversion costs were price and product
mix lmprovements of approxrmately $44 million and increased volume of. apprommately $33 mllllon

v

Operating income did not include net rationalization charges totaling $4 million in 2005 ancl-$23 mrllion in
2004. In addition, operaling income did not include gains on asset sales of $3 million in 2004. .

LlQUIDlTY AND CAPI"IAL RESOURCES
!

Al December 31 2006 we had $3 899 mllhon in cash and cash equwalents as weﬂ as $533 million of unused
availability under our various credit agreements, compared to $2,162 million and $1,677 million, respectrvely, at
December 31, 2005. In January 2007, we repaid all amounts borrowed under the $1.0 billion revolving portion of
our $1.5 billion First Lien Credit Facility. As a result of this repayment our cash and cash equivalents decreased by
$873 million and the unused availability under our credit agreements increased by $873 million. Cash and cash
equivalents do not include restricted cash. Restricted cash primarily consists of our contributions made related to the
settlement of the Entran I1 litigation and proceeds received pursuant to insurance settlements. In addition, we- will,
from time to time, maintain balances on deposit at various financial instituiions as collateral for borrowmgs incurred
by various subsidiaries, as well as cash deposited in support of trade agreements and performance. bonds. At
December 31, 2006, cash balances totaling $214 million were subject to such restrictions, compared to $241 million
at December 31, 2005. The decrease was primarily due to payments for Heatway and asbestos settlements,
Subsequent to December 31, 2006, $20 million of restricted cash became unrestricted.

Our ability to service ‘our debt depends in part on the results of operations of our subsidiaries and upon the
ability of our subsidiaries t6 make distributions of cash to various other entities in our consolidated group, whether
. inthe form of dividends, leans or otherwise. [n certain countries where we operate, transfers of funds into or out of

_such countries by way of dividends, loans or advances are generally or periodically subject to various restrictive
_governmental regulations. In addition, certain of our credit agreements and other debt instruments restrict the ability
of foreign subsidiaries to make distributions of cash. At December 31, 2006, approximately $284 million of net
assets were subject to such restrictions, compared to approximately $236 million at December 31, 2005.

Operating Activities

Net cash provided by operating activities in 2006 of $560 million decreased $326 million from $886 million in
2005. The decrease was due in part to lower operating resuits. In addition, increased pension contributions, lower
proceeds from insurance settlements, and higher rationalization payments adversely affected cash flows from

operatmg activities in 2006.-Lower working capital levels resulting from the strike and savings from our four-point
COsl savmgs plan favorably affected cash flows from operating activities.
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Cash flows from operaLng activities in 2005 of $886 million increased $99 million from $787 million in 2004.
The improvement in operating cash flows was primarily attributable to 1mproved operating results offset by higher
pen51on contributions in 2005. Cash flows from operating activities in 2004 reﬂected the termmatlon of certain of
our off balance sheet accounts recelvable securitization programs in Europe i

N

Investmg Acttvttles .

Net cash used in 1nvestmg activities was $532 mllhon durmg 2006 compared to $441 mllllOl‘l in, 2005 and
- 8653 million in 2004, Capttal expendttures were $671 mlllton $634 mllllon and $529 million in 2006, 2005 and
> 2004, respectively. The decrease in cash used- in investing acuvmes 1n 2005 compared t6 2006 and 2004 was
primarily the result of hlghEr proceeds from asset d:sposmons related. to ‘the sale.of our North American Farm Ttre
" Business, our natural rubber plantation, and ‘Wingtack adheswe resin busmess in 2005

Cash used for" asset acqulsmons in 2006 and 2004 were prlmanly for the acquisition of the remamtng
outstandmg shares that wq did not already own of South, Pacrﬁc Tyres Ltd.; a.joint venture tire manufacturer and

,  distributor.in Australia in 2006 Sava Tires d.o.0. (Sava Tires), a joint venture tire mdnufacturmg company in Kranj,

Slovenia, and of Diickia, a tire retail group in Sweden in 2004.

. Financing Activities

Net cash provided by (used in) ﬁnancmg activities was $1, 647 mtllton in 2006, $(178) million in 2005, and
$237 mllll()ll in 2004

-t,,;‘

Consohdated ‘debt at December 31,2006 of $7.223, !Tlllll()[l mcreased from 2005 by approxtmately $1,816 mil-
lion due prlmarlly to increased borrowmgs related to the USW strike aid refinancing debt maturing in March 2007.

Consohdated debt at:December 31, 2005 of $5 407 mllhon decreased from 2004 by approximately $260 mil-
lion due primarily to a net repayment of débt of $63 million in conjunctlon with our April 8, 2005 refinancing, the
issuance of $400 millionsin senior notes due in 2015 and the répayment of our 6%% Euro Notes due in 2005.

Credit Sburces

Inaggregate, we had credl:t arrangements of $8,208 million available at December 31, 2006, of which $533 million
were unused, compared.to $7;511 million available at December 31, 2005, of which $1,677 million were unused
Following the repaymentjof amounts outstanding under the $1.0 billion revotvmg portion of our $1.5 billion First
Lien Credtt Fac111ty in January 2007, the amount unused under our credit arrangements increased by $873 million,

‘$l 0 Billion Senior Notes Offering g T P

On November 21, 2006 \j!ve completed an offering of (i) $500 mlllton aggregate principal amount of 8.625% Semor
Notes due 2011 (the “thed Rate Notes™), and (ii) $500 million aggregate pnnc:pal amount of Senior Floatmg Rate
- Notes due 2009. The Fixed Rate Notes were sold at. par and bear interest at a fixed rate of 8.625% per annum. The
Floatmg Rate Notes were sold at 99% of the prmCIpal amount and bear interest at a rate per annum equal to the six-
: month London lnterbank Offered Rate, or LIBOR, plus.375 basis pomts The Notes are guaranleed by our U.S. and
Canadian subsidiaries that also guarantee our obligations under ouif semor secured credit facilities. The guaramee is

. _unsecured. A portion of the proceeds were used to repiy at matunty '$216 million principal amount of 6%% Notes

" due December 1, 2006, aind we also plan to use the procéeds to repay $300 million principal amount of 8/4% Notes

o maturmg March ]5 2007. The remammg proceeds are to be used for other general corporate purposes.

The terms of the lndenture among other things, llmltS our abtllly and the ab|lrty of certain of our subsidiaries to

(1) incur additional debt| or issue redeemable preferred stock, (ii) pay dmdends or make certain other restricted

_payments or- investments, (ili} incur liens, (iv) sell assets, (v) incur restrtctlons on the ability of our subsidiaries 1o
pay dividends to us, (v1) enter into affiliate transactions, {vii) engage in sale and leaseback transactions, and

(il consolidate, merge, sell or otherwise dispose of all or substantially all of our assets. These covenants are .

"subject to srgmﬁcant exceptlons and qualifications. For example, if the: Notes are assigned an investment grade
raung by Moody s and S&P and no default has occurred or is contmumg, certain covenants will be suspended.
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$1.5 Billion First Lien Credit Facility .

Our $1.5 billion first lien credit fac1llty consists of a $1.0 billion revolvmg facility and a $500 million deposit-
funded facility. Qur obligations under these facilities are guaranteed, by most of our wholly- -owned U.S. and
Canadian subsidiaries. Our obligations under this facility and our subsidiaries’ obligations under the related
guarantees are secured by first priority security interests in a variety of co]lateral :

With respect to the deposn -funded facility, the lenders deposited the entire $500 million of the facnl;ty in an
account held by the administrative agent, and those funds are used to support letters of credit or borrowings on a
revolving basis, in each case subject to customary conditions. The full amount of the deposit-funded factility is
available for the issuance of letters of credit or for revolving loans. As of December 31, 2006, there were
$500 million of letters of credit issued under the deposit-funded facility ($499 million at December 31, 2005).

At December 31, 2006, we had outstanding $873 million under the credit facility. Availability under the
facility is subject to a borrowing base, which is based on eligible accounts receivable and inventory, with reserves
which are subject to adjustment from time to time. Adjustments are based on the results of periodic collateral and
borrowing base eva]uat:ons and appraisals. If at any time the amount of outstanding borrowings and letters of credit
under the'facility'exceeds the borrowing base, we are required to repay borrowmgs and/or cash collateralize letters
of credit sufficient to eliminate the excess. In January of 2007, all borrowings under the revolving facility were
repaid. As of December 31, 2006, there were $6 million of letters of credit issued under the revolving facility.

$1.2 Billion Second .Lien Term Loan Facility : : :

Our obhganons under this ficility are guaranteed by most of our wholly-owned U.S. and Canadian subsidiaries and
are secured by. sccond priority security interests in the same collateral securing the $1.5 billion first lien credit
facility. At Dccember 31, 2006 and December 31, 2005, this facility was fully drawn.

s f

$300 Million Third Lten Secured Term Loan Facrhty

Our obhganons under this facﬂny are guaranteed by most of our wholly-owned U.S. and Canadian subsidiaries and
are secured by third priority security interests in the same collateral securing the $1.5 billion first lien credit facility
(however, the facility is not secured by any of the manufacturing facilities that secure the first and second lien
facilities). As of Deccmber 3l, 2006 and December 31, 2005, this facility was fully drawn.

!

Euro’ Equwaiem of $650 Million (€505 Million) Senior Secured European Credit Facilities

These facnlmes consnst of (1) a €195 million European revolving credit facility, (ii) an additional €155 miilion
German revolving credit facility, and (iii) €155 million of German term toan facilities. We secure the U.S. facilities
described above and provide 'unsecured guarantees to support these facilities. Goodyear Dunlop Tires Europe B.V.
(“GPTE") and certain of its subsidiaries in the United Kingdom, Luxembourg, France and Germany also provide
guarantees. GDTE’s obligations under the facilities and the obligations of subsidiary guarantors under the related
guarantees are secured by a variety of collateral. As of December 31, 2006, there were $4 million of letters of credit
issued under the European revolving credit facility ($4 million at December 31, 2005), $202 million was drawn
under the German term loan facilities ($183 million at December 31, 2005) and $204 million was drawn under the
Gerttian revolving credit facility (no borrowings at December 31, 2005). There were no borrowings under the
European revolving credit facility at December 31, 2006 or December 31, 2005 In January of 2007, the $204 million
borrowed under the German revolving credit facility was repaid.

Each of these facilities have customary representations and warranties including, as a condition to borrowing,
material adverse change representations in our financial condition since December 31, 2004. For a description of
the collateral securing the above facilities as well as the covenants applicable to them, please refer to the Note to the
Consolidated Financial Statéments No. 11, Financing Arrangements and Derivative Financial Instruments.

Conso[z'dared EBITDA (per Credit Agreements}

Under our First Lien and European credit facilities we are not permitted to.fall below a ratio of 2.00 to 1.00 of
Consolidated EBITDA to Consolidated Interest Expense (as such terms are defined in each of the relevant credit
facilities) for any period of four consecutive fiscal quarters. In addition, our ratio of Consolidated Net Secured
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Indebtedness to Consolidated EBITDA (as such terms are defined in each of the relevant credit facilities) is not
,permittecl to be greater. than 3,50 to 1.00 at the end of any ﬁscal quzmer.

B Consol:daled EB]TDA is a non- GAAP financial measure that is presented not as a measure of operating
: .results but rathef- as a measure under Sur debt covenants. It should not be construed as an alternative to either
" (i) income from operations or (ii) cash flows from operating aclivities. Our’ failure lO comply with the financial
covenants in our credit facilities could have a material adverse effect on our: llqurdny and operatlons Accordingly,
‘we beheve that the presentation of Consolidated EBITDA will provide i 1nvestors with 1nformat10n needed to assess
our. ab1llty 1o, contmue o comply W|th thiese- covenants. = - L “-U . T
The fol]owmg table presents ‘the caléulation of EB]TDA and Consol:dated EBITDA for lhe perrods indicated.-
Other compames may calculate’ srmllarly titled measures differently than we do. Certain line items are presented as
defined in the. .primary credit facilities and do not reﬂect amounts as presemed in the Consohdated Statements of

Operauons oo . \ o . . L,
L e : ) ) A . " .. Year Ended Déé-émber.'.?l,
i (in m‘f”fd;r._g) N ' - e - - 2006 . ) 2005" y 2004™
...~ Net (Loss) Income . ... .. ... I L. 8 (330) 0§ 22878 115
- Consolidated- lnterest Expense Cer e R E 451 =4:1 1 ot 369~
U.S. and Forelgn Taxes on lncome;.‘. e e . n lOﬁ ) 250 ‘r:;;__.20_8
. :_Deprecmuon and Amomzatron Expense. e e 615 : 63@ ; ,r 2629
- Cumulative Effect of Accounllng Change »....... L e L —e 11 _'.-' .. .‘—~— .
PEBITDA ...t e Loe03 s 321 o
! Credit. Agreement Adjustments:* : : - . alo ", :‘
Other (Income) and Expense . ... .. . ... .......... e ._ . (763'- 70 S ..
Minorit)r Interest in Net Income of Sobsidiaries ... ......... P 11 Y95, ,, 58 o
Consolidated Interest Expense Adjustment. ... ........... REDEEA 5 ER
Non-cash Non-recurring ltems. .. .. ... P . AU
Rationalizations .. .....2.c....... 0. o i oo LT 319 "-..fll’ os6
Less Excess Cash Rauonahzanon Charges ...................... — i =

Consolidated EBITDA . . . . .. U D U $1261 SITLL - $1.447

A f . £

LI

‘ Orher Forergn Credit Facilities

o

At December 31, 2006, we had short term committed and uncommitted bank credit arrangements, totaling
$491 million, of which $236 million were unused compared to $399 million and $182 million at December 31,
2005. The contmued availability of these arrangements is at the drscreuon of the relevanl lender, and a pOl‘thD of '
these arrangemems may be terminated at any time. | oy - o - :

lnrem&rionol Accoums'Receiuab[e Securitization Faciliries ( On-Ba!ance-Sheer)

On December 10, 2004; GDTE and certain of its subsud:anes entered mlo a five- year pan-European accounts
receivable securitization facility. The facility provrdes €275 mllllon of funding and is subject o customary annual
renewal of back up liquidity Imes - . e e .o

. “As of December 31, 2006, ‘the amount available and fully uul:zed under this program was- $362 mllhon
: ,compared to $324 mrllron as of December 31, 2005:

C i o 4 N
. In addition-to the pan- European accounts receivable securitization facility discussed. above qubsrdlanes in
.. Australia have accounts receivable securitization programs totalmg $81.million and. $67 mlllnon at December 31

2006 and December 31, 2005, respectively.
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Credit Ratings L
Our credit ratings as of the date of this report are presented below: _ ' T S
. b - S _S&P Moody’s
$1.5 Billion First Lien Credit Facility ' '

N BB Bal

. $1.2 Billion Second'Lien Credit Facilily ............... S S B+ B_a3

$300 Million, Third Lren Term Loan Facility . ............... T B- . B2

lEuropean Facilities . .' ...................... 7. e qrvenn e ] _B+r , Bal

. $650 Million Senior,Secured Notes due 2011 ............ o .' .......... B- B2
$500 Million Notes due 2009 and Senior Unsecured $500 Million’ Notes due -

2000, ......... e e e JPIPL R e B- B2
Senior Unsecured $400 Million Notes, due 2015 .. .. ... ...... e -B-- © B2:
All other Senior Unsccured .......................... e B- -~ B3 -

- Corporate Rating (rmp]:ed) ......... O - -B+¥-7- Bl
Outlook/Watch L. : - R Ceee ' ........ .. Stable  Stable

A]though we do not request, ratmgs from Fitch, the ra[rng agency rates our qecured debt facilities (rangmg from BB
-~ 0B depending on the facrllly) and our unsecured debt (“CCC+”), and has us on negative outlook.

As a result of these rlatmgs and other related events, we believe that our access 1o caprtal markets may be
limited, Unless our debt credrt ratings and operating performance improve, our access to the credit markets in the
futuré may be limited: Moreover, a reduction in our credit ratings would further increase the cost of any financing
mmanves we may pursue:

A rating reflects only the view of a rating agency, and is not a recommendatron to buy, sell or hold securities.
Any rating can be revised upward or downward at any time by a rating agency if such rating agency decides that
circumstances warrant such a change. -

Potential Future Financings

In addition to our previoué Jﬁnancing activities, we plan to undertake additional financing actions which could
include restructuring bank delbt or a capital markets transaction, possibly including the issuance of additional equity.
Given the challenges that we face and the uncertainties of the market conditions, access to the capital markets
-cannot be assured. b . , C ;

Future liquidity requrrements also may make it necessary for us to incur additional debt. However a substantial
portion of our assets is already subject to liens securing our indebtedness. As a'result, we are limited in our ability to
pledge our remaining assets'ds security for additional secured indebtedness. In addmon no assurance can be given
as to our abrllty 1o raise addlt:onal unsecured debt. '

+ . r

Dzvrdends o . .' . _ . :

We have not.paid a cash dwrdend since 2002. Under our primary credit facilities we are permitted to pay dividends
on our common stock of $1 0 million or less in any fiscal year. This limit increases to $50 million in any fiscal year if
Moody’s senior (implied) ratmg and Standard & Poor’s (“S&P") corporate ratmg improve to Ba2 or better and BB
or better, respectively, !, ) o

t i

Asset Dispositions

oo .

As part of our continuing effort to dlveqt non-core busmeqseq on December 29 2006, we completed the sale of our
~ North American and Luxembourg tite fabric operations to Hyosung Corporation. The sale included three fabric
converting mills in Decatur,’ Alabama; Utica, New York; and Colmar-Berg, _Luxembourg We received approx-
imately $77 million for the net assets sold and recorded a gain in the fourth quarter of approximately $9 million on
the sale. In addition, we have entered into an agreement to sell our facility, in Americana, Brazil to Hyosung
Corporation, pending goveml‘nflem and regulatory approvals, for approximately $3 million, subject to post closing
adjustments. Also, we have announced that we are exploring the possible sale of our Engineered Products business.
We continue to evaluate our portfolio of businesses and, where appropriate, may pursue additional dispositions of

'
t
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non-core’ bus:nesses and assets Refer ‘1o the Note to the Consohdated Financial Statements No. 20, Asset
Dispositions.: + . ‘ . :

AR

COMMiTMENTS AND CONTINGENT LIABILITIES-

Contractual Obligations e

The following table presents our contractual obltgattons and comrnttments to make future paymems as, of

December 31, 2006: . . L : )
. Pa):ment Due ﬁy,’ Period as of, Decembet‘l3l.'- 2006

, Ist- - 2nd 3rd . *.~dth.  "S5th* . After .

(In millions) Total . ’Year " Year Year -.Year Year 5 Years

Long Term Debt(1) . ............. $ 7,065 .$ 653 $ 125 $ 908 .$2.445 $2,101 $ 933

Capital Lease Obligations(2) ....... - 81 L S R e, m e .9 . 129

Interest Payments(3). . ............ 2415 7, 458 44l T4 . 300 - “152 . 632
Operating Leases(4). ............. 1,455 3157 247 CA8T 145 - Ho, ' 145 1 *
Pension Benefits(5) . . . . . e 1450 725, 3715 150 C 127150 @
‘Other Post Retirement Benefits(6) ... 2,051 . - 231 24 .-227 - 2200 213 926
Workers” Compensation(7) ... . . ... .. .. 359 '_ 93 . 47 :7.3.3 o 19 ° 143

Binding Commitments(8) . . . . . . weeo L1120 84677 42 1 034 .. 28 25 137

$16088  $3332. sr,s'zz‘ $1,982':,'$3,-':>.‘97’_f$2,704‘ $3251

.

(1) Long term debt payments mc!ude notes payable and reﬂect long term debt matunues as of Deeember 3t, 2006.
Our U.S. and German revolving credit facilities are due 2010 (the 4th year) and, as such, substantially all the
borrowings outstanding under these facilities at Deceriber 31, 2006 are 1ncluded in the table as maturing in the
4th year. However, in January 2007, we repaid- all’outstandtng amounts under these facilities.

Lot

(2) The present value of capital lease obltganons is $58 mtl]ron ' " A t t

(3) These amounts represent future interest payments related 10 our extstmg debt obllgatrons based on ﬁxed and‘
variable interest rates specified in the assocmted debt agreements. -Payments related to var:able debt are based
on the six-month LIBOR rate at December 31, 2006 plus the spet:tﬁed margin in the assocrated debt agreements
for each period presented. The amounts provrded relate only to existing debt obhgatmns and do not assume the
refinancing or replacement of such debt. No interest payments forthe U.S. or German revolvmg facrltttes were
assumed since borrowmgs were repaid in January 2007. '

(4) Operaung lease obltganons have not been. reduced by minimum’ sublease rentals of $47 million, $37 miltion,
$28 million, $19 million, $9 million, and $14 million in each of the pertods above; respecuvely, for a total of
$154 million. Payments, net: of minimum sublease rentals, total $1,301 million. The present value of the net

operatmg lease payments is $920 million. The operating Jeases relate to, among other thtngs rea] estate, -

vehicles, data processing equipment and mlscellaneous other assets No asset Is, leased from any re]ated party

(5) The obligation related to pension benefits is actuana]ly determmed and. is reﬂecuve of obltgaltons as of
December 31,2006. Although subject to change, the amounts set fonh in thé’ table for 2007 (thie Lst year) and
2008 (the 2nd year) represent the midpoint.of the range of ‘our estimated minimum fundmg requiremerts for

domestic defined benefit pension plans under current ERISA law, and- thé midpoint of the range of our expected'

contributions to our funded non-U.S. pension plans. The current estimate for our domestic deﬁned bénefit plans

does not include the provrs1ons of IRS tegulations released. February 2, 2007 related’ 1o, mandated mortality

assumptions to be used-for 2007. We are not currently able to estimate the impact the mandated monaltty table

- will have on our 2007 contributions. For years after 2008, the amounts shown in the table represent the mtdpomf -

of the range of our estimated minimum funding requtrements for our domesnc defined benefit pensron plans,

and do not include estimates for contributions to our funded non-U. S. pension plans. “The expected contri- -

butlons for, our domesttc plans are- based upon a numiber of assumptlons including:

* an ERISA llabtltty interest rate of 5. 78% for 2007, 6.35% for 2008, 6.43% for 2009, 6. SI% for 20]0 and
: 6, 57% for 2011, and . L
. plan asset returns of 8.5% for 2007 and beyond

e



Future contnbutlons .are also effected by other factors such as:

* future interest rate’ levels o '

¢ the amount and t1m1n§, of asset returns, and ~

* how contributions in excess of thc minimum requirements could rmpact the amounts and timing of future
contributions. v, :

(6) The payments preseritéd above-are expected payments for the next 10 years. The payments for other
postretirement beneftts reflect the estimated benefit payments of the plans using the provisions currently in
effect. Under the relevant summary plan descriptions or plan documenls we have the right to modify or
terminate the plans. Tlre obligation related to other postretirement benefits is actuarially determined on an
annual basis. The estimated payments have been reduced to reflect the provisions of the Medicare Prescription
Drug, Improvement and Modernization Act of 2003. These amounts will be reduced significantly provided the
proposed settlement with the USW regarding retiree healthcare becomes effective.

(7} The payments for workers compensation obligations are based upon recent historical payment patterns on
claims. The present value of anucrpated claims payments for workers’ compensanon is $269 million,

(8) Binding commitments are for our normal operations and are related pnmanly to obligations to acquire land,
buildings and equrpment In addition, binding commitments includes obligations to purchase raw materials
through shert term supply contracts at fixed prices or at formula prices related to market prices or negotiated
prices. - ; o '

Additional other long term, ligbilities include items such as income taxes, general and product liabilities; envi-
ronmental liabilities and miscellaneous other long term liabilities. These 'other liabilitiés are not contractual
obligations by nature. We cannot with any degree of reliability, determine the years in which these liabilities might
ultimately be settled. Accorcltngly, these other long term liabilities are not included in the above table.

In addition, the followmg contingent contractual obhganons the amounts of which cannot be estimated, are
not included in the table above:

* The terms and condmons ol‘ our global alliance with Sumitomo as set forth in the Umbrella Agreement
between Sumitomo and us provide for certain minority exit rights available to Sumitomo commencing in
2009. In addition, the occurrence of certain other events enumerated 1nlthe Umbrella Agreement, including
certain banknuptcy events or changes in our contro] could trigger a right of Sumitomo to require us to
purchase these interests immediately. Sumitomo’s exit rights, in the unlikely event of exercise, could require

" us to make a.substantial payment (o acquire Sumitomo’s interest in the alliance.’

* Pursuant to certain lo'ng term agreements, we shall purchase minimum arnounts of a raw material at agreed
upon base prices that are subject 10 perlodic adJustmems for changes in raw material costs and market price
adjustments.

We do not engage in the tradln g of commadity contracts or any related derivati_ve contracts, We generally purchase
raw materials and energy thrr!)ugh'short term; intermediate and long term supply contracts at fixed prices or at
formula prices related to market prices or negonated pr1ces We may, however, from time to trme enter into
contracts to hedge our energy costs. _ . “ [

'
1

Off-Balance Sheet Arrangements . oL
An off-balance sheet arrangemem is any transactron agreement or other contractual arrangemem involving an
unconsolidated entity under which a company has

[

* made guarantees, ! .

* retained or held a contlngent mterest in transferrcd assets

* undertaken an obllgatlon under certain derivative instruments, or

» undertaken any obllgatlon arising out of a material variable interest in an unconsolidated entity that provides
financing. liquidity, me_njket risk or credit risk support to the company, or that_cngages in leasing, hedging or
research and development arrangements with the company.
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"We have also entered into certain arrangements under whlch we have provided guarantees, as follows:"

o : . Amount of Commitment Explratlon per Period
st ~ 2nd 3rd: d4th - Sth )

(I" millions) - o Tdtal._ _ Year’ v yia;r Year  Year  Year  Thereafier
Ciistomer Fmancmg GUATANLEES . . .\ v e ree e 813 87 0§ 1. 82 % 5.1 $2
Other Guarantees . . . .. ............ . 231 - = = =2
Off- Balance Sheet Arrangernents ................ $16 38 ;5.1 : $2 i $=l $4

" For further information about guarantees, refer to the Note to thc Consoltdated Financial Statéments No. 18,
Commitments and Contingent Liabilities.

FORWARD LOOK[NG INFORMATION — SAFE HARBOR STATEMENT

Certam information in this Annual Report (other than-historical data and 1nformatton) may constttute forward-

looklng statements regarding events and trends that may affect our future operating results and ﬁnanc1al position.
The words “cstimate,” “expect,” “intend” and *project,” as well as. other words or express1ons of similar meaning,
.-are intended to identify forward-looking statements. You are’ cautloned not 1o place undue reliance on forward-
lookmg statements, which speak only as of the date of this Annual Report Such statements are based on current
expectations and assumptions, are inherently uncertain, are subject to risks. and should be v1ewed w1th cautlon
Actual results and experience may dtffer matenally from the forward- lookmg statements as a result of many factors
including: .

LIS

« if we do not achteve projected savings from various ¢ost reductlon initiatives or successfully 1mplement
- other strategic mmat]ves our operating results and financial cond1t10n may be matenally adversely affected;

+ asignificant aspect of our master labor agreement with the Umted Steelworkers (USW) is subject to court
and regulatory approvals which, if not received, could, result m the termination and renegotiation 'of the
agreement; - L . G, -

' te . . i .- < 2.

. we face 51gn1ﬁcant global competltton 1ncreasmgly from lower cost manufacturers and our market share
" could decline; . . o Sy n

* our pension plans are sngmﬁcantly underfunded and further increases in the underfunded status ‘of the plans
could significantly-increase the amount of our requtred contributions and pens1on expenses )

_* higher raw material and energy costs may matenally adversely affect our operatmg results and ﬁnanmal
condition; . . . L - “ :

o

* continued pricing. pressures from vehicle manufacturers may materlally adversely affect our busmess

* pending lmgatton relating to our 2003 restatement could have a materlal adverse effect on our ﬁnanmal
condition; .

* our long term ability to meet current obligations and to repay maturing indebtedness, is dependent on our
abllny 10 access capttal markets in the future and'to improve our operating results;

* we have a'substantial amount of debt which could restrict our growth, place us at a competttlve d;sadvantage
or otherwtse materially adversely affect our financial health; :

« any failure to be i in complrance with any material provision or covenant of our secured credit fac1lmes and

the indenture governing our semor secured notes could have a material adverse eﬂ'ect on our- lquIdlly and

results of our operattons i -

* our secured credit facilities limit the amount of capital expenditures that we may make; . o

*. our variable rate indebtedness subjects us to 1nterest rate risk, which could cause our debt service obhgauons
to mcrease significantly; '

¢ v we may incur SIgmﬁcant costs in connection with product: l1ab1hty and other tort clatms

* our reserves for product liability and other tort claims and our recorded insurance assets are subject to
various uncertainties, the outcome of which may result in our actual costs being sngmficantly htgher than the
amounts recorded;

~* we may be required to deposit cash collateral to support an appeal bond if we are subject to a significant
adverse judgment, which may have a material adverse effect on our liquidity;
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« we are subject to extensive government regulations that may materially adversely affect our opeérating
results; o . r

* our international operations have certain risks that may materially 'a'dversely affect our operating results;

* we have foreign currency translation and transaction risks that may matenally adversel y: affect our operating
results;’

+ the terms and conditions of our global alliance with Sumitomo Rubber Industries, Ltd. (“SRI™) provide for
certain exit rights avallable to SRI in 2009 or thereafter, upon the occurrence of certain events, which could
require us to make a‘substantial payment to acquire SRI's interest in'certain of our joint venture alliances
(which include much of our operations in Europe);

« if we are unable to attract and retain key personnel, our business could be materially adversely affected

» work stoppages, finarcial difficulties or supp]y d:sruptlons at our suppliers or our major OE customers could
harm our business; and S ‘

"« wemay be lmpacted by economic and supply disruptions associated w1th global events mcludmg war, acts of
terror civil obstructlons and natural dlsasters

It is not possible to foresee or identify all such factors. We will not revise or updatc any forward-lookmg statement
or disclose any facts, events,or circumstances that occur after the date hereof that may affect the accuracy of any
forward- lookmg statement. For more information on factors that may impact our business and results of operations
please see “Risk Factors” i in our Annual Report on Form 10-K for the year: iended December 31, 2006
QUANTITATIVE AND QUALITAT]VE DISCLOSURES ABOUT MARKET RISK.

. P v 1 ' . .
Interest Rate Risk. . .. : , - S

We continuously menitor our fixed and floating rate debt mix. Within defined limitations, we manage the mix using
refinancing and unleveraged i interest rate swaps. We will enter into fixed and:ﬂFoatirlg interest rate swaps to alter our
exposure to the impact of changmg interest rates on consolidated results of operations and future cash outflows for
interest. Fixed rate swaps are used to reduce our risk of increased interest costs during periods of rising interest rates,
and are normally desngnated as cash flow hedges. Floating rate swaps are used to convert the fixed rates of long term
borrowmgs into short term variable rates, and are nonna]ly designated as fair value hedges. Interest rate swap
contracts are thus used to separate interest rate risk management from debt fundmg decisions. At December 31,
2006, 58% of our debt was at variable interest rates averagmg 7.84% compared to 51% at an average rate of 6.80%
at December 31, 2005. The i increase in the average vdriable interest rate was driven by i increases in the index rates
associated with our vanable rate debt. We also have from time to time entered into interest rate lock contracts to
hedge the risk-free component of ant1c1pated debt issuances. As a result of credit ratings actlons and other related
events, our access to these mstruments ‘may be limited. ] ’ : |

The following table presents information on interest rate swap contracts at December 31: .
‘ 2006 2005

{Dollars in millions) ' : - s ' i Cl

Floating Rate Contracts: =~ = . . ‘. o s _ : -
Notional principal ahiount. e F e $—  $200
Pay variable LIBOR . ............. B R e , — 6.{27%

‘Receiveﬁxedrate..;..............................; ..... e — 6.63%
Average years to maturity .. ........... e e U Cr— 0.92
Fair value — asset. f .............................................. $— 8§ —

Pro forma fair value—asset . . .............. ... ... ... B —_ —

M 1 1 . . .
The pro forma fair value assumes a 10% increase in variable market interest rates at December 31 of each year, and
reflects the estimated fair value of contracts outstandmg at that date under that assumpnon.
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‘_~_;;."Weighled average interest rate swap contract information follows:

.

. (Dollars in millions) . ; - . 2006 2005 .- 2004
. Fixed Rate Contracts: - ' - .W ‘ B !
~ Notional principal amount.......... RO R R . A 96
Pay fixedrate . . ... ... JE e —  594% 5.14% ..
Receive variable LIBOR . . . . . . AU e S U . — 566% 1.86%
Floating Rate Contracts: C . T
Notional principal amount. .. ............ e Lo $183 - $200 8 200
Pay variable [5):10): S S e e 6.67% 4.92% 327%

Receive fixedrate.. . .........0......... B A . 663% 6.63% “6.63%

The following table presents information about long term fixed rate debt, including capital leases; at Decernber 31

. (In mi!hons) . ’ :: 3 - ' 20_‘_)6 2.005
. +.Carrying amount — llablllty ......... L T $2,999  $2,847 - _
v Fair value——-llablllty i ."."5. T o e 3354 © -~ 3046 "
" Pro forma fair value — liability . S . e o 3441 f"d3,129 '

The pro forma information assumes a 100 basis pomt decrease in market interest rates at December 31 of each year,

ca

and reflects the estimated fair value of fixed rate debt outstandmg at that date under that assumptlon The sensm\nty_ |
;of our interest rate contracts and fixed rate debt to changes in interest ratés was determined with a valuation'model

based upon net modified duration analysrs The model assumes a parallel shift in the interest rate yield curve, The
~precision of the model decreases as the assumed change in interest rates increases.

P

Foreign Currency Exchange Risk

We enter into forelgn currency contracts in order to reduce the impact- of changes in foreign exchange ratés on

consolidated results of operations and future foreign currency—denommated cash flows. These contracts reduce_

e exposure to currency movements affecting existing foreign,currency: denommated assets, liabilities, firm com-
. mitments and forecasted transactions resulting pnmanly from trade recewablcs and payables equrpment acqu1—
smons intercompany loaris-and royalty agreements and forecasted purchases and sales. In addition, the principal

and i interest on our Swiss franc bonds were hedged by currency swap agreements until they matured in. March 2000, -

as were €100 million of the %% Euro Notes untll they malured in June’ 2005

: S

Contracts hedgmg the Swiss franc bonds were de51gnated as cash ﬂow hedges until they matured in March'
2006, as were contracts hedging €100 million of the 6%% Euro.Notes until they matured i 1n June 2005 Contracts

hedgmg short term trade. recelvables and payables normally have no hedgmg de51gnatron
£

The following table presents foréign currency contract 1nformat|0n at December 31:

i

{In miltions) o o, : ) 2006 . 2005

Fair value —asset . ....... P e BT © $— $40
Pro forma decrease in fair value . .. .......... s . (45) (56)

" Contract maturities. . . . . . P e e 1/07 - 10719 1/06 - 10/19

We were not a party to any foreign currency option contracts at December 31, 2006 or 2005.
; The pro forma change in falr value assumes a 10% decrease in'foreign exchange rates at December 31 of each
year, and reflects the estimated change in the fanr value of contracts’ outstanding at that date under that assumptron

The sensitivity of our forelgn currency posmons to changesin exchange rates was determined usrng current market .

pncmg models y DT

e s,

ST

oty



“ 1

Fair values are recognized on the Consolidated Balance ‘Sheets at December 31 as follows: P

{In millions) IE

Asset (liability):

. Swiss franc swap -— current asset. . . . .
Current asset. ...h........... e
Long term asset. .' ................
Current liability. . ................
Long term liability, . ....... e

. S : . : :
For further information on interest rate contracts and foreign currency contracts, refer to the Note to the
Consolidated Financial Statements No. 11, Financing Arrangements and Derivative Financial Instruments.

i
I

[ —

2006 2005

........ SRR ¢ SO}
SRR -
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSID_IARIES
CONSOLIDATED STATEMENTS OF:OPERATIONS .
, - . Year Ended December 31; -

(Dollars in millions, except per share amounts) ' ’ 2006 2005 - L 2004.
L R . .$20258  $19,723 . $18,353.
Costof Goods Sold .. ............. ... .......0............... 17,006 15,887 14,796
Selling, Administrative and General Expense .. ..........0.0......... C2,671 2,760 2,728
Rationalizations (Note 2) . .............oviiviivanooo ol 7319 1 .456
Interest Expense (Note 15). . ............... e e S o4s1T 41 369
Other (Income) and Expense (Note 3). . . . . . e ) ' 70 23,
Minority Interest in Net Income of Subsidiaries ................ e e 1 95 - 5-8"'{,' :
(Loss) Income before Income Taxes and Cumulative Effect of Accounting e )

Change .. ... .. .. L (224) 489 7323 -
United States and Foreign Taxes (Note 14) .. .. ... .. e 106 250 208
(Loss) Income hefore Cumulative Effect of Accountmg Change .. ... .. . (330) 239 115
Cumulatwe Effect of Accounting Change, net of income taxes and mmonly ,

mterest(Note1)............................7 ............... : — (1) —
Net (Loss) Income . ...................ccoooooiiiiiii $ (330) $ 228 $ 115
Net (Loss) Income Per Share — Basic )

(Loss) Income before cumulative effect of accounting change ........ .. $(1.86) '$ 136 % 065
* Cumulative effect of accounting change ............... S — (0.06) —

Net {Loss) Income Per Share —Basic ..................... Ter 8186 $§ 130 $ ' 065 :
i Weighted Average Shares QOutstanding (Note 4). .. .. ......... R 177 176 175

. Net (Loss) Income Per Share — Diluted : S

(Loss) Income before cumulative effect of accounting change; .. ....... © % (1.86)$ 121 8. 0.63:

Cumulative effect of accounting change . ................ i — (0.05). . —

Net (Loss) Income Per Share — Diluted . . ... ............. e $(18) $§ 116 -$ 0.63.
. Weighted Average Shares Outstanding (Note 4), ..... ... fee i 177 - 209 ]§2 '
The accompanying notes are an integral part of these consolidated ﬁn'a_ncia! statements.

- ‘ ' 5o
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THE GO()l[)YEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES

! CONSOLIDATED BALANCE SHEETS
) December 31,
{Dollars in millions} ‘ ’ i 2006 2005
. Assets - _ ' : \

Current Assets: ' . : :

Cash and cash equivalents (Note | e e $ 3899 % 2,162
Restricted cash (Note 1}. .. 1. o oo ' 214 241
Accounts and notes reccwable (NOLE 5] . ot e et e e e e e e . 2973 3,158
»InVemories(Notcﬁ)................................'......:.....: ........... 2,789 2,810
'Prepaidexpensesandotherchrremassets.................‘........:...5 ........... 304 245
Total Current Assets. . . ‘ .................................. R R R 10,179 8,616

Goodwill (Note 7) ......... " ........... 685 637

lnlangibleAqqets(Note'l)....: ........ r ’ 166 159

DefcrredlncomeTax(Nole14).......................................' ............ - 155 102

Other Assets and Deferred Pens‘lon Costs {(Notes 8 and 3y o '.:" ...... e ‘ ‘467 860

Properties and Plants (Note 9) ... ...l SN .83 5,231

Total Assets ... ....... L e IR SRR $17,029  $15,605

Liabilities : x '

Current Liabilities: , , .
Accounts payable-trade ... ... ... ... ... $2,037 0§ 1,939
Compensation and bencfits (Notes 12800 13). o oo . 905 1,773
Other current liabilities . . ... .. .o i e e e e 839 671
United States and foreign taxc;si. e e e e ©225 393
Notes payable and overdrafts (Note 11) . ... ... ..o e o255 217
Long term debt and capital leases due within one year (Note 11) . ....... ... .. P 405 448

Total Current Liabilities. . . ............. e 4666 5441

LongTerthebtandCapitalLeascs(Note11).............................: ........... 6.563 4,742

Compensation and: Benefils (Nolif:s'; Rand 13)...... e e e e e e 4,965 3,828

Deferred and Other Noncurrent Income Taxes (Note 14) .. ... .. ..o it 333 304

Other Long Term Liabilities. . .* ... ........... P e 383 426

Minority Equity in Subsidiaries ... ... ... ... ..t [EERERRITS 877 791

Total Liabilities . ......:............ e 17787 15,532

Commitments and Contingent Liabilities (Note 18)

Shareholders’ (Deficit) Equity

Preferred Stock, no par value: | )

) Aulhoﬁzcd, 50,000,000 shares, unmissued . . . .. .. .. e e e e — —

Common Stock, no par value: '

Authorized, 450,000,000 qhare;; (300,000, 000 in 2005)
Outstanding shares, 178,218, 970 (176 509,751 in2005) (Note 21) ... ... e e i 178 177
" Capital Surplus. .. .......... P N S, 1,427 1,398
Retained Eamings. ... ... ... He e e e e e e e 968 1,298
Accumulated Other Comprchen%ii'tl Loss(Nole 17) . ... .. i, P, (3.331) (2,500)
Total Shareholders’ (Def‘cit) Equity ............ e e (758) 73
Total Liabilities and Shareholders (Def'c1t) Equity .......... ... ... i $17.029 $15,605
l '
‘. i
t
The accompanying notes are cin integral part of these consolidated financial statements,
i :
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ (DEFICIT) EQUITY
. - . Comon Stock A e ™ Sharehetders’ :
, . Capital Retained Comprehensive {Deficit) .
(Dolars in millions) Shares Amount Surplus Earnings Loss Equity
“Balance at December 31, 2003 ; .
- (after deducting 20,352,239 Lreasury shares).......... 175326429 $175 $1,390 § 955  $(2,553) $ (33
Cornprehcnswe income (loss): ; ‘
Netincome . ..............cciuuueiinnn. 115 115
", Foreign currency translation (net of tax of $0) . . . . . . 254
Minimum pension liability (net of tax of $34) . . ... (284)
Unrealized investment gain (net of tax of $0). . . . .. 13
Deferred derivative gain (net of taxof $0). . ... ... 30
, Reclassification adjustment for amounts
recognized in income (net of tax of $(4)) . . . .. (24)
Other comprehensive loss . ... ............ an
Total comprehenswe income .. ............ . 104
Common stock issued from treasury: L
Stock-based compensation plans. .. .. ... .. ... 203.210 1 .2 B 3 -
Balance at December 31, 2004 : L At
(after deducting 20,059,029 treasury shares). ... ...... 175,619,639 176 1,302 1,070 ° (2.564) 74
Comprehensive income (loss): :
Netincome ........... ... . . . . iviiinn 228 228
Foreign currency translation (net of tax of $0) .. . .. -(201) '
Reclassification adjustment for amounts .
recognized in income (net of tax of $0) .. . ... - 48
Minimum pension liability (net of tax of 23y ... (9?)
. Unrealized investment gain (net of wax of $0). . . . .. 18
" « Deferréd derivative loss (net of tax of $0Y . .. ... .. + (21)
Reclassification adjustment for amounts k I
recognized in income (net of tax of $(1)} .. ... 17
Other comprehensiveloss . ... .. ... ....... - (236)
" “Total comprehensive loss . ... ... .. .. e e (8)
<+ * Common stock issued from treasury: " v
Stock-based compensation plans. . . ... ... .. .. 890,12 - 1 6 . 7
Balance at December 31, 2005 -
(after deducting 19,168,917 wreasury shares) . . .. ...... 176,509,751 177 1398 1,298 (2,800) " 73
Comprehensive income (loss), . '
"Netloss............. .. S (330) (330)
Foreign currency translation {net of tax of SO) ..... 233
Reclasslﬁcauon adjustment for amounts '
recognized in income (net of tax of $0) . . .. .. 2
Additiona} pension liability (net of tax of $38). ..., 439
; Unrealized investment loss (net of tax of 30) . .. ... {4}
) "Deferred derivative gain (net of tax of 30}, . . ... .. 1
Reclassification adjustment for amounts o
L recognized in income (net of tax of $(3)) .. ... )]
' © . Other com])rehensive income.............. ) 668
' Total comprehensive income . . . ... .. ... ... 338
. Adjustment to'initially apply FASB Statement No. 158 ) o
s for pension and OPEB (net of tax of $49) . .. . .. (1,19%) (1,199} .
" Common stock issuéd from treasury: e,
v - Stock-based compensation plans. . . ... ... .. .. 1,709,219 l 11 12"
"+, . Stock-based compensation. . . .. ... ..., U . 7 18 18"
Balance at December 31, 2006 ) P . . Lo
. (after deducting 17,459,698 weasury shares) . . ... ... 178,218970 $178 $1,427 § 968 $(3,331) © % (758)
- i v
26 . '
" The dccompanying notes ave.an integral part of these consolidated financial statements. ,
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS.OF CASH FLOWS
i

The accompanying notes are an integral part of these consolidated financial statements.
H ! ‘
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) S Year Ended December 31,
_ (in millions) : ‘ i 2006 2005 2004
" Cash Flows from Operating Actmtles : . L
Net (Loss) In€ome .. ... ..\ ovoeean o, e U $(330) $ 228 $ 115
Adjustments to reconcile net (loss) i income to cash flows from operaling activities: ’

Depreciation and amomzaucm ................................. A 675 630 629

Amortization of debt i muance COSES o o vt e e e e e e oL, 19 .76 74

Deferred tax provision (Note 14y ..., JR PPN 1. ) NN 0 ) SN ¢/ )\

Net rationalization charges (Note 2) ............................. R 319 1l 56

Net (gains) losses on asset sales Note3) ........ [ } ....... (40)- 36 4

Net insurance settlement gains (Note 3} ............ ... ... ... ... e »H (7 (149)

Minority interest and eqUity €armings . . .. ... ...t 106 91 53

Cumulative effect of acéofunting change ... ... ... .. R —_ I - —

Pension contributions . Fi .. L L e e (714) (526) (263)

Rationalization paymcnts. e e e e e (124) (43) (97)

_Insurancc FECOVEMES . . ottt 46 228 175

Changes in operating assets and, habllmcs net of asqct acqu1smom and dlsposmons: )

) Accoums and notes recewable ...................................... T 278 (14) (395
lnvcnlorlcs..............................................‘ ...... 108 (245) (50}
Accounts payable — l{qde ........................... e . 92 44 154
ULS. and fOreign AKES . . v o o o et e i it e e e e e (187 173 (43)
Deferred taxes and nogc;:urrem HICOME TAXES . & v v v v e st e e et e e e e ee e -2 (123) 15
Compensation and benefts .......................................... 361 439 474
Other current llab1lmcs ............................................ 33 (62) 145
Other long term habllmes ................................... L (36) (34 (149)
Other assets and Ilablh‘ue% .................................... Lo 3 64 45

Total cash;flows from operating activities ) ) 1 . 560 886 . 787

Cash Flows from Investing Actmtles ’
Capital expenditures., . . ..o . 0. .. S T 671) (634 (529)
Asset dispositions . ............. e e e 127 257 19
Asset acquisitions . . . .. .5.: ........................................... 1) - (3] (62)
Decrease (increase) in resmcted CAST + et e DL 27 80) (13D
_Other transactions . ..... e H e [ PERER 26 18 50
Total cash flows from mvestmg activities . (532) {441) (653)
Cash Flows from Financing Activities: : N
Short term debt and overdrafts incurred ... e 79 42 64
Short term debt and overdrafts paid........ e e e e e P, (104) ) (99)
Long term debtincirred . .1 s .\ L. i i 2245 2289 1899
Long termdebtpaid. . ... /... ... (501) (2,390} (1,549)
Common stock issued (Note 12) ..... e 12 7 2
Dividends - paid to minority interests in subsidiaries . ... .. P I (6% (52) 2%
Debt issuance costs .. . . . . P I P N ¢ &) SO (-7) S 1)
Total cash flows from ﬁnancmg actwmes ' 1,647 (178) 237
Effect of Exchange Rate Changes on Cash and Cash Equivalents .. ................ V.. 62 (60) 38
Net Change in Cash and Cash Equivalents 1,737 207 409
Cash and Cash Equivalents at Be'gmnmg ofthe Year. ., .. ... ... ... .. ... . 2,162 1,955 1,546
Cash and Cash Equivalents at End of the Year ........ e e e $3.899 $2,162 $ 1955
'. - l
{' i N i
13
! il
!
'




" THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

- Noté 1. 'Accounting Policies
A summary of the significant accounting policies used in the preparation of the accompanying consolidated
financial siatements follows:
Principles of Consolidation

The consolidated financial statements include the accounts of all majority-owned subsidiaries in which no
substantive participating rights are held by minority shareholders. All intercompany transactions have been

~eliminated. Our investments in companies in which we do not own a majority and we have the ability to exercise

sngmﬁcant influence over operating and financial policies are accounted for using the equity method. Accordingly,
our share of the earnings of these companies is mcluded in the Consolldated Statement of Operations. Investments
Il'l othcr Companles are carried at cost.

. The consolidatéd financial statements. also include the accounts of entities consolidated pursuant to the
prov151ons of Interpretation No, 46 of the Financial Accountlng Standards Board, “Consolidation’ of Variable
Interest Entities (“VIEs”) — an Interpretation of ARB No. 51, " as amended by FASB Interpretation No. 46R
(collecuvely “FIN 46”). FIN 46 requlres consolidation of VlEs in which a company holds a controlling ‘financial
interest through means other than the majonty ownershlp of voting equity. Entities consolidated under FIN 46
mclude "South- Pacific Tyres (“SPT”) and.Tire and Wheel Assembly (“T&WA™). Effectlve in January 2006 we
purchascd the remaining 50% interest in SPT and no longer consolidate SPT under FIN 46.

" o

4+ Refer to-Note 8.
Use of Estimdtes

The preparation of financial statements in conformity with generally accepted accounting principles’ requires
management to make estimates and assumptions that affect the amounts reported in the consolidated financial
statements and related notes to financial statements. Actual results could differ from those estimates. On an ongoing
basis, management revrcws its esumates including those related to:

+ recoverability of 1nlang1bles and other long-lived assets,
- o deferred tax asset'valuation allowances and uncertain income tax positions,
* workers’ compénsation, l
. gffht_:r'al and product liabilhies and other liliéalions,
» pension and other postretirement benefits, and
« various other oneraling allowances and accruals, based on currently available information.
Changes in facts and c1rcumslances may alter such estimates and affect results of operations and financial position

in future perlod%

Revenue Recognition and Accounts Recetvable Valuation

Revenucs are recognized when finished’ products are shipped to unafﬁllated customers, both title and the risks and
i rewards of ownership are transferred or services have been rendered and accepted, and collectibility is reasonably
- assured. A provision for sales returns, discounts and atlowances is recorded at the time of sale. Appropriate
" provisions are made for. uncollectible accounts based on hlistoricai' loss experience, portfolio duration, economic
.. conditions and credit risk quality. The adequacy of the allowances are assessed quarterly,
) ‘

S'hippiné"‘c_irnd Handling Fees and Costs

" ‘Costs incurred-for transportation of products to customers are recorded as a component of Cost of goods sold.
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

.

Note 1. Accountiné Polici;gs (con.tinued) . .

Research and Deve!apment:Costs

Research and development costs include, among other things, materials, equfpment compensation and contract

services. These costs are cxpensed as incurred and included as a component of Cost of goods sold. Research and

development expenditures were $359 million, $365 million and $364 million in 2006, 2005 and 2004, respectively.
| ) i

Warranty . :

Warranties are provided on lhe ‘sale of certain of our products and services and an accrual for estimated future claims

is recorded at the time revenue is recognized. Tire replacement under most of the warranties we offér is on a prorated

basis. Warranty Treserves are based on past claims expenence, sales hlstory and other considerations. Refer to

Note 18.
A

Environmental Cleanup Maiters

We expense environmental costs related to existing conditions resulting from past or current operauons and from
which no current or future benefit is discernible. Expenditures that extend the lifé of the related property or miti gate
or prevent future envnronmema] contamination are capitalized. We determine our liability on a site by site basis and
record a liability at the time when it is probable and can be reasonably estimated. Our estimated liability is reduced
to reflect the anticipated participation of other potentially responsible parties in t“hose instances where it is probable
that such parti€s are legally rei;ponsible and financially capable of paying their respective shares of the relevant
costs. Our estimated llablllty is not discounted or reduced for possible recoveries from insurance carriers. Refer to
Note 18.

}
Legal Costs : !

1
We record a liability for estimated legal and defense costs related to pending general and product liability claims,
environmental matters and workers’ compensation claims. Refer to Note 18,

Advertising Costs
Costs incurred for producing and communicating advertising are generally expenlsed when incurred as a component
of Selling, administrative and! g'eneral expenses. Costs incurred under our cooperative advertising program with
dealers and franchisees are genera]ly recorded as reductions of sales as related revenues are recognized. Advertising
costs, including costs for our cooperatlve advertising programs with dealers and franchisees, were $322 million,
$379 million and $383 million in 2006, 2005 and 2004, respectively. l

Rationalizations | - .

We record costs for rationalization actions implemented to reduce excess and high-cost manufacturing capacity, and
to reduce associate headcount.- Associate related costs include severance, supplemental unemployment compen-
sation and benefits, medical bentl,ﬁts, pension curtailments, postretirement benefits, and other termination benefits.
Other than associate relafed costs costs generally include, but are not limited to, noncancelable lease costs, contract
terminations, and moving and relocation costs. Rationalization charges related to accelerated depreciation and asset
impairments are recorded in Cost of goods sold or Selling, administrative, and general expense. Refer to Note 2.

Income Taxes ; _
Income taxes are recognized dUring the year in which transactions enter into the determination of financial
statement income, with deferred taxes being provided for temporary differences between amounts of assets and
liabilities for financial reportmg purposes and such amounts as measured under appllcable tax laws. The effect on
deferred tax assets or liabilities of a change.in the tax law or tax rate is recogn‘lzed in the period the change is
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THE GOODYEAR TIRE'& RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOL[DATED FlNANClAL STATEMENTS — (Continued)

Note 1. Accounting Policies (continued)

enacted. Valuation allowances are recorded to reduce net deferred tax assets to the-amount that is more likely than

not to be realized. Refer to Note 14. . . . o o .

i P

Cash and Cash EQuivalénts / Consolidated Statements of Cash Flows el .
Cash and cash equivalents include cash on hand and in the bank as well as ail short term securities held for the
primary purpose of general Itqutdlty ‘Such securities normally matur¢ within’ threé” months from the date of

- acquisition, Cash flows assocrated w1th denvanve financial instruments desrgnated' as-hedges of identifiable

. transactions or events are classrﬁed m the' same category as the cash flows from the hedged items. Cash flows

" associated with derivative ﬁnancral 1nstruments not des: gnated as hedges are classified-as operating activities. Book

i overdrafts are recorded within Accounts payable-trade and totaled $133 million and $196 million at December 31,
2006 and 2005, respectively. Bank overdrafts are recorded within Notes payable and overdrafts Cash flows
assocnated with book overdrafts are class1fied as financing actwltles AL . ;

o

ey vl T ryun
LY

Restncted Cash and Restricted Net Assets - *_, = - .. “ g

e .

Restncted cash prlmarrly consists of Goodyear contrlbutrons made related to the settlement of the Entran II
';a_lltlgatlon and proceeds received pursuant to msurance settlements Refer to Note 18 for. further 1nformatton about
";Entran I clatms In addition, we will, from time to tlme maintain’ balances on deposit at various financial
) 1nst1tut10ns “as ‘collateral for borrowmgs incurred by various ‘subsidiaries, as well as cash deposited in support of
trade agreements and performance bonds: At December 31, 2006, cash balances tota]mg $214 million were subject

¢ o such. restrictions, compared 1o $24l ‘million at December 31, .2005. Subsequent to December 31, 2006,

$20 mlll1on of restricted cash beCame unrestncted . ) : . .

“In certain countries where. we operate, transfers of funds’into or out of such countries by way of dividends,
loans-or advances are generally or periodically subject to various restrictive governmental regulations. In addition,
certain of our credit agreements and other debt instruments restrict the ability of forelgn subsidiariés to'make cash
distributions. At December 31, 2006, approximately $284 million of et assets were subject to such restrictions,
compared to approxnmatcly $236 million at December 31, 2005. :

Inventartes

. - . P \ by

Inventories are stated at the lower of cost or market Cost is detérmined using the first-in, first-out or the average cost.

method: Costs include direct material, direct Jabor and applicable manufacturing and engineering overhead. We
recogmze abnormal manufactunng costs as penod costs and- allocate ﬁxed manufactunng overheads based on

_ normal productton capacrty We determine a provision for excess and obsolete inventory based ‘on management )
review of inventories on hand compared to esttmated future usage and sales, Refer to Note 6:.

o

‘ Goodwrll and Other lntaugtblc Assels ;. P . . “. T

Goodwrll is recorded when the cost of acqu1red busmesses exceeds the fair valuc of the ldentrﬁable net assets
‘ acqulred Goodwill and intangible assets with 1ndeﬁmte useful lives are not amortized, but are tested for 1mpalrment

annually or when events or circumstances indicate that impairment may have occurred as provrded in Statement of

) _Fmancral Accountmg Standards No! 142, “Goodwil! and Other [ntangtble Assets,” We perform- the goodwrll ‘and
*/intangible-assets with indefinite useful lives impairment tests annually as of July 31. The impairment test uses a

valuation methodology Jbased upon an EBITDA multiple using comparable companies. In addition, the carrymg :

amount of goodwill and 1ntang|ble assets with indefinite useful lives is reviewed whenever events or circumstances
indicated that revisions might be warranted. Goodwill and 1ntang1ble assets with indefinite useful lives would be
written down to falr value if consrdered impaired. lntanglble assets with finite useful lives are amortized to their

‘estimated residual ‘values over such finite lives, and reviéwed for impairment in accordance with Statement of '

" Financial Accountmg Standards No. 144; “Accountmg for the Impairment or D1sposal of Long- leed Assets.”’
Refer to Note-7.

P
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 1. Accounting Pelicies (continued)

Investments

Investments in marketable securities are stated at fair value. Fair value is determined using quoted market prices at
the end of the reporting period and, when appropriate, exchange rates at that date. Unrealized gains and losses on
marketable securities classified as available-for-sale are recorded in Accumulated Other Comprehensive Loss, net
of tax. We regularly review our investments to determine whether a decline in fair value below the cost basis is other
than temporary. If the decline in fair value is judged to be other than temporary, the cost basis of the security is
written down to fair value and the amount of the write-down is included in the Consolidated Statements of
Operations. Refer to Notes 8 and 17. |

Properties and Plants

Properties and plants are stated at cost. Depreciation is computed using the straight-line method. Additions and
improvements that substantially extend the useful life of properties and plants, and interest costs incurred during the
construction period of major projects, are capitalized. Repair and maintenance costs are expensed as incurred.
Properties and plants are depreciated to their estimated residual values over their estimated useful lives, and
reviewed for impairment in accordance with Statement of Financial Accounting Standards No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets.” Refer to Notes 9 and 15.

Foreign Currency Transiatiaﬁ

Financial statements of international subsidiaries are translated into U.S. dollars using the exchange rate at each
balance sheet date for assets and liabilities and a weighted average exchange rate for each period for revenues,
expenses, gains and losses. Where the local currency is the functional currency, translation adjustments are recorded
as Accumulated Other Comprehensive Loss, Where the U.S, dollar is the functional currency, translation

adjustments are recorded in the Statement of Operations.
1

Derivative Financial Instruments and Hedging Activities
|

To qualify for hedge accounting, hedging instruments must be designated as hedges and meet defined correlation
and effectiveness criteria. These criteria require that the anticipated cash flows and/or financiat statement effects of
the hedging instrument substannally offset those of the position being hedged. -

Derivative contracts are reported at fair value on the Consolidated Balance Sheets as both current and long
term Accounts Receivable or Other Liabilities. Deferred gains and losses on contracts designated as cash flow
hedges are recorded in Accumulated Other Comprehensive Loss (“AOCL"™). Ineffectiveness in hedging relation-
ships is recorded in Other (Income) and Expense in the current period.

Interest Rate Contracts — Gains and losses on contracts designated as cash flow hedges are initially deferred and
recorded in AOCL. Amounts are transferred from AOCL and recognized in income as Interest Expense in the same
period that the hedged item is re'cognized in income. Gains and losses on contracts designated as fair value hedges
are recognized in income in the ‘current penod as Interest Expense. Gains and losses on contracts with no hedgmg
designation are recorded in the current period in Other (Income) and Expense.

Foreign Currency Contracts — Cains and losses on contracts designated as cash flow hedges are initially deferred
and recorded in AQCL. Amounts are transferred from AOCL and recognized in income in the same period and on

the same line that the hedged item is recognized in income. Gains and losses on contracts with no hedgmg

designation are recorded in Other (Income) and Expense in the current period.

We do not include premiulh's paid on forward currency contracts in our asséssment of hedge effectiveness.
Premiums on contracts designated as hedges are recognized in Other (Income) and Expense over the life of the
contract.
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Contmued)

‘Note 1. Accounting Policies (continued)

"Net Investment Hedging — Nonderivative instruments denominated in foreign currencies are used from time to

time to hedge net investments in foreign subsidiaries, Gains and losses on these instruments are deferred' and

recorded in AOCL as Foreign Currency Translation Adjustments. These gains and losses are only, recognized in

income upon the complete or partial sale of the related investment or the complete liquidation of the investment.

Termmarzan of Contracts — Gains and losses (mcludmg deferred gains and losses in AQCL) are recogmzed in
Other (Income) and Expense when contracts are termmated concurrcntly with the termination of the hedged
position. To the extent that such position remains outstandmg, gams and losses are amortized to Interest Expense or
to Other (Income) and Expense over the-remaining life of that position. Gains and losses on contracts that we

temporarily continue to hold after the early termination of a hedged position, or that otherwise no longer quahfy for

hedge accountmg, are recognized in income in Other (Income) and Expense

-

Refer to Note 11.

Stock-Based ‘ Compensatibn_

The Financial Accounting ‘Standards Board (“FASB”) issued ‘.Statemcnt of Financial'Accounting'Standards

No. 123R, “Share-Based Payments”, (“SFAS No. 123R™), which replaced SFAS No. 123 “Accou'nting for
Stock-Based Compensation”, (“SFAS No. 123”) and superseded Accounting Principles Board Opinion No. 25,

“Accounting for Stock Issued to Employees,” (“APB 25”). SFAS No. 123R requires entities to measure compen-
sation cost arising from the grant of share-based awards to employees at fair value and to recognize such cost in
income over the period during whlch the service is prov1ded usually the vesting period. We adopted SFAS No. 123R
effective- January 1, 2006 under the modified prospective transition method. Accordingly, we recognized com-
pensation expense for all awards granted or modified after December 3] 2005 and for the unvested portion of all
outstanding awards at the date of adoptlon - o

We recognized compensanon expense using the strarght -ling approach We estimate fair value using the Black—

Scholes valuation model. Assumptions used to est1mate the compensatron gxpense. are. determmed as follows

1 iw
+ Expected term is determined using a weighted average of the contractual term and vesting penod of the
award; Y- .

R
o
.

» Expected volatility i is measured using the weighted average of historical daily changes in the market price of .
our common stock over the expected term of the award and implied volatllrty calculated for our exchange:-
e

' B

traded options with an exp1ratron date greater than one year; *
*. Risk-free interest rate is equivalent.to the implied yreld on _ zero-coupon u. S Treasury. bonds wrth a
" remaining maturity equal to the expected terrn of the awards and ‘

= Forfeitures are based substantially on the history of cancellations of sirnilar awards granted in prior years.

'- l'. ...'

- +Refer to Note 12 for addltlonal information on our stock based compensatlon plans and related compensanon
‘ expense ’

S I .

"-'ll '

-

U N

Prior to the adoption of SFAS No 123R, we used the intrinsic value method prescribed in APB 25 and. also |

" followed the disclosure requirementsof SFAS No. 123, as amended by SFAS No. 148, “Accounting for Stock-Based

Compensation — Transition and Disclosure”, (“SFAS No. 148”); which required certain disclosures on a pro forma
basis as if the fair value method had been followed for accounting for such compensation. The following table
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —- (Continued)

Note 1. Accounting Policies {continued)

presents the pro forma effect on net income as if we had applied the fair value method to measure compensation cost
prior to our adoption of SFAS No. 123R:

Year Ended

December 31,
{In millions, except per share amounts) . 2005 2004
Net income as reported. . .. ... ... ..o $228 §$115
Add: Stock-based compensation expense included-in net income (net of tax) . ... .. 5 6
Deduct: Stock-based compensation expense calculated using the fair value method .

(et Of taX) . . . .o _@2n o
Net income as adjusted. . . .......... . .. i e $212 $101
Net income per share: L . f{ a0

Basic — 85 TEPOTEd. . .. .\ i ettt e e e $1.30  $0.65

—asadjusted. .. ... ... 1.20 0.58

Diluted — as reported ... .. .. ......... e D A $1.16  $0.63

—asadjusted.’. . . L e 109 056

Earnings Per Share of Common Stock

Basic earnings per share are computed based on the weighted average number 'of common shares outstanding.
Diluted earnings per share primarily reflects the dilutive impact of outstanding stock options and contingently
convertible debt, regardless of whether the provision of the contingent features had been met.

All earnings per share amounts in these notes to the consolidated ﬁnanmal statements are diluted, unless
otherwise noted. Refer to Note 4.

Asset Retirement OEligations

We adopted FASB Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations” (“FIN 47”") an
interpretation of FASB Statement No. 143, “Accounting for Asset Retirement Obligations” (“SFAS 143™) on
December 31, 2005. FIN 47 requires that the fair value of a liability for an asset retirement obligation (“ARQ”) be
recognized in the period in which it is incurred and the settlement date is estimable, and is capitalized as part of the
carrying amount of the related tangible long-lived asset. The liability is recorded at fair value and the capitalized
cost is depreciated over the remaining useful life of the related asset.

Upon adoption of FIN 47, we recorded a liability of $16 million and recognized a non-cash cumulative effect
charge of $11 million, net of taxes and minority interest of $3 mllllon The liability as of December 31, 2006 was
$12 million. : . '

We are legally obligated by various country, state, or local regulations to incur costs to retire certain of our
assets. A liability is recorded for these obligations in the period in which sufficient information regarding timing and
method of settlement becomes available to make a reasonable estimate of the liability’s fair value. Our AROs are
primarily associated with the cost of removal and disposal of asbestos. In addition, we have identified certain other
AROs, such as asbestos remediation activities to be performed in the future, for which information regarding the
timing and method of potential settlement is not available as of December 31, 2006 and 2005, and therefore, we are
not able to reasonably estimate the fair value of these liabilities at this time. :
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Note 1. Accounting Policies (continued)

The following table sets forth information for the years ended December 31, 2005 and 2004 adjusted for the
recognition of depreciation expense related to the cost of asset retirements and accretion expensc had we accounted
for AROs in accordance with FIN 47 in those periods:

.(In millions, e;‘cepr per share amounts) 2005 2004
Asset retirement obligation — beginning of year . .. ...... e $ 15 §$ 14
Asset rétirement obhgauon —endof year. ... ... L e 16 15
Reportednetmcome TP (P e $228 " $115
Cumulatwe effect of accounting change, net of taxes and mmonty interest. . . .. ... 11 —
Deprematlon expense, net of taxes and minority interest .. ........ ..o RUE (n
Accretion: expense,' net of taxes and minority interest. .. .. .o .o oy M
Adjusted income before cumulative effect of accounting change'. ... ......... $237 §_11_
Income per share — Basic _ o
ASTEPOMEd . . oottt e e $1.30 $0.65
Cumulative effect of accountmg change, net of taxes and" mmonty 1merest ........ 0.06 —
, Deprecnaﬂon expense “net of taxes and minority interest .. ................... — —_
Accretion expense, net of taxes and minority interest. .. .... .. " e, - =
lncome before cumulatwe effect of accountmg change —Basic. .. ........... $1.36 3065
Income per share — Dlluted , .
Asreported . ........ P $1.16  $0.63
Cumulative effect of 'ac'counting change, net of taxes and minority interest. . . ... .. 005  —
. Depreciation expense, net of taxes and MIinOrily iNtErest ... . ... .............. — —
‘ Accretion expense,’det‘olf taxes and minority interest. . .. ........ .o = _ =
- Income before cumulative effect of accounting change — Diluted . . .. ..... ... $1.21°  30.63

[

} !
- Revisions to Financial Smtemem Presentation

We-revised the classification of a portion of our. pension-liability from long term compensation and benefits to
current compensauon and benefits in our Consolidated Balance Sheet at December 31, 2005. The revision reflects
amounts that- should have been classified as current due to’expected pension funding requirements for the next
12 months from December 31,2005. Current compensation and benefits and long term compensauon and benefits
at December 31, 2005 as reported in our 2005 Annual Report on Form 10-K, were $1,121 mllllon and
$4,480 million, respectively.

. In addition, certain other items previously reported in specific financial statement capnons have been
rec[ass:ﬁed to conform to the 2006 presentauon .

Recenlly Issued Accaunnng Pronouncements

.. On September 29, 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Deﬁned Benefit Pensmn and
Other Postreurement Plans” (“SFAS No. 158”). SFAS No. 158 requires an employer that Sponsors one or more
. defined benefit pcnswn plans or other postretirement plans to 1) recognize the funded status of a plan, measured as
the difference between plan assets at fair value and the benefit obligation, in the balance sheet; 2) recognize in
. shareholders’ equny asa component of accumulated other comprehensive loss, net of tax, the gains or losses and
prior service costs or credits that arise during the period but are not yet recognized as’components of net periodic
benefit cost; 3) measure defined benefit plan assets and obligations as of the date of the employer’s fiscal year-end

balance sheet; and 4) disclose in the notes to the financial statements additional information about the effects on net
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Note 1. Accounting Polictes (continued)

periodic benefit cost for the nTt:it fiscal year that arise from delayed recognition of the gains or losses, prior service
costs or credits, and transition’asset or obligation. We adopted SFAS No. 158 effective December 31, 2006. The
adoption of SFAS No. 158 resuhed in a decrease in total shareholders’ equity of $l 199 million as of December 31,
2006. For further mformatlon regardmg the impact of the adopl:on of SFAS 158 refer to Note- 13.

r

The FASB issued SFAS N() 155, “Accounting for Cemun Hybrid Financial lnstrumcnts” (“SFAS No 155”) in
February 2006, SFAS No. 155 amends SFAS No. 133 “Accounting for Derivative Instruments and Hedging
Activities”, and SFAS No. 140 “Accounting for Transfers and Servicing of Financial Assets and Exungulshments of
Liabilities” and addresses theidpplication of SFAS No. 133 to beneficial interests in securitized financial assets.
SFAS No. 155 establishes a requlrement to evaluate interests in securitized ﬁnanmal assets to identify interests that
are freestanding derivatives or, ‘that are hybrid financial instruments that contain an embedded derivative requiring
bifurcation. Additionally, SFAS No. 155 permits fair value measurement for any hybrid financial instrument that
contains an embedded derivative that otherwise would require bifurcation. SFAS No. 155 is effective for fiscal years
beginning after September 15,12006. We are currently assessing the impact SFAS No. 155 will have on our
consolidated financial statements but do not anticipate it will be material. .

The FASB issued SFAS No. 156, “Accounting for Servicing of Financial' Assets an amendment of FASB
Statement No. 140" (“SFAS No.,156") in March 2006. SFAS No. 156 requires a company to recognize a servicing
asset or servicing liability eacl? time it undertakes an obligation to service a financial asset. A company would
recognize a servicing asset or servicing liability initially at fair value. A company will then be permitted to choose to
subsequently recognize servicing assets and liabilities using the amortization method or fair value measurement
method. SFAS No. 156 is effective for fiscal years beginning after September 15, 2006. We are currently assessing

. 11 . . . . LT
the impact SFAS No. 156 will have on our consolidated financial statements but do not anticipate it will be material.

On July 13, 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes-
an Interpretation of FASB Statemem No. 109” (“FIN No. 487}. FIN No. 48 c]anﬁes what criteria must be met prior

to recognition of the financial 'statement benefit of a position taken in a tax return. FIN No. 48 will require .

companies to include addltlonal 'qualitative and quantitative disclosures within'their financial statements. The -

disclosures will include potentlal tax benefits from positions taken for tax return purposes that have not been
recognized for financial reporting purposés and a tabular presentation of significant changes during each period.
The disclosures will also include a discussion of the nature of uncertainties, factors which could cause a change, and
an estimated range of reasonably Ipossiblc changes in tax uncertainties. FIN No. 48 will also require a company to
recognize a financial statement beneﬁt fora posmon taken for tax return purposes when it will be more-likely-than-
not that the position will be sustamed FIN No. 48 will be effective for fiscal years beginning after December 15,
2006. Tax positions taken in prior years are being evaluated under FIN No. 48 and we anticipate we will increase the
opening balance of retained earmngs as of January 1, 2007 by up to $30 million for tax benefits not previously

recognized under historical practlce l
E

On Septembcr 15, 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS No. 1577).
SFAS No. 157 addresses how cdr'npanies should measure fair value when they are required to use a fair value
measure for recognition and disclosure purposes under generally accepted accounting principles. SFAS No. 157
will require the fair value of an asset or liability to be based on a market based measure which will reflect the credit
risk of the company. SFAS No. 157 will also require expanded disclosure requirements which will include the
methods and assumptions used to measure fair value and the effect of fair value measures on earnings. SFAS No. 157
will be applied prospectively and will be effective for fiscal years beginning after November 15, 2007 and to interim
periods within those fiscal years. We are currently assessing the impact SFAS No. 157 will have on cur consolidated
financial statements. i -

In September 2006, the SEC Staff issued Staff Accounting Bulletin No. 108, “Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements” (“SAB 108™). SAB 108
was issued to provide interpretive guidance on how the effects of the canym{er or reversal of prior year
misstatements should be consider‘pd in quantifying a current year misstatement. We adopted the provisions of

. |

|_ 48




ALY
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

“Note 1. Accounting Policies (continued) - e T e e R

, SAB'108 effective December 31, 2006 -The adoptron of* SAB 108 did not have an 1mpacl on the consolidated
financial statements. - .

. T - o
Note 2 Costs Assoclated with Rationalization Programs - S Ty

To maintain global competmveness we have implemented rationalization acuons over the past several years for the
purpose of reducing excess and high-cost manufactunng ‘capacity-and to reduce associate headcoum The net
~amounts of rationalization charges included in the Consolrdated Statéments - of Operatrons were as follows: -

2006 2005 2004

(in millions)

New charges .............. IO [ $331 $29 $95 -
Reversals .. ....... .. ... .. ... . ouiu. e NN e (12) (18) ~ (39)-

$319 =‘$ll § 56

rr~., Ce T TR T e

The following table presents the reconclllauon of Lhe lmbl]lty balance between. perrods . C

Vo L
By -

OtherThan —,.-14.;:";' e b’

. Assoelate-relaied Assocrate-related - TES
(I mitlions) : Costs "Costs” +7 .- Tolal T e
Accrual balance at December 31, 2003 ... L $110° - $33 $ 143,
. 2004 ChAFGES . ..o 76 .. 419 L. 95 .
Incurred. . . . . . SRR . .5 .............. e ' (110) (23 . x(133) .
FIN 46 adoption . .... ... ............ e — 2 L2
Reversed to the statement of operations . ............ (3% . N CO NI 1) B
. Accrual balance at Decern_ber 31,2004 .......... g 41 27 ... 68
©2005 charges . . . .. R 26 3,29
Incurred. ... ..... T PRI e 37 @ @5
Reversed to the statement of operauons e _(an _mn T (18) : _
Accrual balance at December 31,2005 ... ......... 19 Co1s 34
2006 ChArgES . . . ..ot e et e 301 30 7, 7331,
Incurred. . ............ ST e e (228) (23) TS,
] Reversed to the statement of operations . ............ (10, . _(g) _il_Z)

Accrual balance at December 31,2006 ........... - 3 82 $ 20 0 . $102

Rauonallzauon actions in 2006 consisted of plam closures in the European Union Tire Segment of a passenger tire
manufacturing facrhty in Washington, United ngdom and Asia Pacific’s Upper Hutt, New Zealand passenger tire

" manufacturing facility. Charges have also been incurred for a plan in Narth American Tire to close our Tyler Texas -
*_tire manufacturing facility, which is expected to be closed in the. first quaner of 2008, and a’plan in Eastern ‘Europe
~ Tire Segment to close our tire manufacturing business in Casablanca, Morocco, expected to be completed in the first .

quarter of 2007. Charges have also been recorded fof a partial plant closure in the North Amencan Tire! Segment
mvolvmg a plan to discontinue tire productlon at our Valleyfield, Quebec facility, which is expected tobe completed o
by the second quarter of 2007. In conjunction with these chdrges we also recorded a $47 million- tax .valuation
allowance. Other plans in 2006 included an action in Eastern Europe Tire Segmerit to exit the blcycle tire and tube

_ 'productron line in- Debica, Poland, retail store closures in the European Union ‘Tire and Eastern Europe Tire
) 'Segments as well as plans.in" most segments to reduce sellmg‘ adrmmstrdnve and general expense through
S headcount reductrons S .

- .
1

" For- 2006 $319 million ($335 mrlllon after-tax or $1.89 per share) of net charges were recorded New charges

i

* ..0f $331 million were recorded and are comprised of $323 miltion forplans initiated in 2006 and $8 mrlhon for plans
- initiated in 2005 for associate-related costs. The $323 million of new charges for 2006 plans ¢onsist of $293 million

of associate-related costs and $30 million primarily. for non-cancélable lease costs. The $293° million of associate -

_related costs consist of approximately $166 million related primarily to associate related severance costs and
" ‘approximately $127.million related to non-cash pension and postretirement benefit costs. The net charge in 2006
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Note 2. Costs Associated'with Rationalization Programs (continued) : . .

also includes reversals of $12 million of reserves for actions no longer needed for their originally intended purposes.
Approximately 5,470 associates will be released under programs initiated in 2006 of which 2,400 were released by
December 31, 2006. -

In 2006, $101 million was incurred primarily for associate severance payments, $127 million for non-cash
associate items primarily related to pension and postretirement termination benefit costs, and $23 million .was
incurred primarily. for non-cancelable lease and other exit costs. l

'
"

The accrual batance of $102 miltion at December 31, 2006 includes approximately $14 million related to long
term non-cancelable lease costs and approx:mately $88 million primarily related to severance costs that are
expected to be subslanually utilized within the next twelve months.

In addition to the above c!‘narges, accelerated depreciation'charges of $83 million and as'set'impairmeht charges
of $2 million were recorded in Cost of goods sold reiated to fixed assets that will be taken out of service primarily in
. connection with the Washington, Casablanca, Upper Hutt, and Tyler plant closures. We also recorded charges of
" $2 million of accelerated deprecnatlon and $3 million of asset impairment in Sellmg. administrative and general
expense.

The following table summarizes, by segment, the total charges expected to,be recorded and the total charges
recorded in 2006, related to the new plans initiated in 2006:

. Charges
) Expected Fotal  Recorded in
tIn millions) ' ' . __Charge 2006
North American Tire .. ... .. . ... . . . it - %242 $188
European Union Tire . . e PP : 73 66
Eastern Europe, Middle East and Africa Tire. . .. .............. ... a 29 29
Latin America Tire. . ... e e e e e e e e e e ‘ 2 2
AstaPacific Tire . ...... .. . . _ 34 : 30
Engineered Products. ... ............... D ‘ 9 __ 8
$389 $323

|

Additional rationalization charges of $66 million related to rationalization plans announced in 2006 have not yet
been recorded and are expected 1o be incurred and recorded during'the next twelve months.
N ’

Rationalization charges in 2005 consisted of manufacturing associate reductions, retail store reductions, IT .
associate reductions, and a sales function reorganization in European Union Tire; manufacturing and administrative
associate reductions in Eastern Europe, Middle East and Africa Tire; sales, marketing, and research and devel-
opment associate reductions in Engineered Products; and manufacturing and corporate support group associate
reductions in North American Tire. ‘

. For 2005, $11 million {35 million after-tax or $0.02 per share) of net charges'were recorded, which included
$29 million (320 million after-tax or $0.09 per share) of new rationalization charges. The charges were partially
offset by $18 million ($15 million after-tax or $0.07 per share) of reversals of rationalization charges no ioﬁger
needed for their originally-intended purposes. The $18 million of reversals consisted ‘of $11 million of associate-
related costs for plans initiated in:2004 and 2003, and $7 million primarily for non-cancelable leases that were
exited during the first quarter related to plans initiated in 2001 and earlier. The $29 million of charges primarily
represented associate-related costs and consist of $26 million for plans initiated in 2005 and $3 million for plans
initiated in 2004 and 2003. Approximately 900-associates will be released under the programs initiated in 2003, of
which approximately 890 were released by December 31, 2006,
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Note 2. Costs Associated with Rationalization Programs (contmued) e .'A'h T ..‘.-‘ stre "

~In 20035, $35 million was incurred primarily.for assocmte severance: payments $1 mtllron for. cash pensron

settlement - benefit costs, $1 million for non-cash' pension and postrettrement terrnmatton beneﬁt ‘costs;: andw-- ’

<

$8 million was incurred primarily for non-cancelable lease costs.. =~ .t 7 . " ’-_ : _.»'*-’" ‘ -’ '_ TR

Accelerated depreciation charges totaling’ $5 million were recorded for ﬁxed assets that wrll be taken out of
- service in connection.with certain rattonallzatton plans initiated i in 2005-and 2004 in the- Engmeered Products and -
European Union Tire Segments. During 2005 $4 million was.recorded as. Cost of goods sold and $l mtllton was
recorded as Selling, admmlstrauve and general expense. _ a7 . .

2004 ratlonaltzatton actwmes con31sted prtmarlly of warehouse manufacturtng and sales and marketmg
associate reductions in Engmeered Products, a farm tire manufacturing consolidation in; European Union Ttre

administrative associate reductions in North American Tire, European.Union Tire and corporate functtonal groups,

and manufactunng, sales and research and’ development assocrate reductrons in North Amerlcan Tlre S Aes

1/
avkrt

In fiscal year 2004, net charges were recorded totalmg $56 mtllton ($48 mtlhon after tax-or $0.27’ per share)
“The net'charges included reversals of $39 million ($32 niillion after-tax or $0. 17 per share) related-to reserves from
rationalization actions no longer needed for their- originally: sintended purpose and. new charges of $95 mtlhon
($84 million after-tax or $0.44 per share). Included in the $95 miillion-of new charges Was'$77 mrllron for plans
initiated in 2004. Approximately 1,165 associates will be released under programs initiated. in- 2004 of whtch
approximately 1,155 have been released 1o date (70 i m 2006, 445 i in 2005 and 640 in 2004) The costs of the 2004
actions consisted of $40 l'mll!()n related to future cash outflows pnmarlly for assoc1ate severance costs, mcludmg
$32 rmllron in non- cash pension curtarlments and postrettrement beneﬁt costs and $5 mlllton for nori-cancelable

lease costs and other exit Ccosts. Costs | in 2004 also mcluded $l6 m1]l|on related to plans initiated in 2003 conststtng
of $14 million of non- cancelable lease costs and ‘other exit’ eosts and $2 mlllton of associate severance costs 'I'he ..

reversals are prlmanly the result of lower than initially estimated associate severance costs of $35 mlllton and lower
" leasehold and other exit costs of $4 million.-Of the $35 million of associate severance cost reversals $12 n'nllton
related to previously-approved plans in Engineered Products that were reorgamzed into‘the - 2(}04 swarehouse,
manufacturing, and sales and marketing assocnate reducttons ‘ T . f R,

»o L "
S, Y rj,‘_t

In 2004, $75 million was incurred pr:manly for associate. severarice payments $35 million; for non-cash
pension curtailments and postrettrement benefit costs, and $23 mllhon was mcurred for-non- cancelable lease costs
and other costs. : L

s,‘ -,,‘-
€ e

- : : 'n' IR

.

- A

Accelerated deprecratlon charges totaling $10, mtlhon were recorded in.2004 for: ﬁxed assets that WETE: taken .

out of service in connection with certain rationalization plans initiated in, 2003 and 2004 in European’ Umon Tire;.
Latin American Tire and Engineered Products. During 2004, $7 mtlllon was- recordede as. Costtof goods sold and
$3 million was recorded as Selling, administrative and general expense: - . . . S Ttowe

i

Note 3. Other (Income) and Expense

" (in miflions) o - " e L 'f-’ 2006 ° 2005 _.2004"
Interest income.. . . . . U R '$(87) . $(59) 5834, .
Net(gam)lossonassetsales..................'L ........ R L. (40y .36 7 4'-"
Fmancmgfees..‘..........}— ........ e . ,40,109 117

* General and product llablhty — discontinued products. ce e . . 26 ‘ 9" _ 53' :

) Foretgn currency exchange ............... S . e 1) ] i22 L '23;;t

"' Net insurance settlement gains ... .......... e Ll n - (43) (145)
Equity in (earnings) losses of affiliates " .. . .. e (10, (12 - (8).. 'f
Miscellaneous. . . . . e e B T 13

' - (L M <
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 3. Other (Income) a:nd Expense (continued)

Interest income consisted pri;'narily_ of amounts earned on'cash deposits. The increase was due primarily to higher
cash balances in the United” States as a result of note offerings completed in the fourth quarter of 2006. At
December 31, 2006, mgmﬁcant concentrations of cash, cash equivalents and resmcted cash held by our interna-
tional subsidiaries included the following amounts:

. .$863 million or 21% in Europe, primarily Westem Europe, ($673 million or 28% at December 31, 2005),
» $208 million or 5% in Asia, primaﬁly Australia, ($213 million or 9% at December 31, 2005), and
* $163 million or 4% in Latin America, primarily Venezuela, ($203 million or 8% at December 31, 2005).

Net gains on asset sales in 2006 included a gain of $21 million ($16 million after-tax or $0.09 per share) on the
" sale of a capital lease in European Union Tire, a gain of $9 million ($8 million after-tax or $0.04 per share) on the
sale of the Fabric business, and ﬁel gains of $10 million ($7 million after-tax or $0.04 per share) on the sales of other
assets primarily in European Union Tire.

Net loss on asset sales in 2005 included a loss of $73 million ($73 million after-tax or $0.35 per share) on the
sale of the Farm Tire business in North American Tire, a gain of $24 miltion ($24 million after-tax or $0.12 per
share) on the sale of the Wingtack adhesive resins business in North American Tire and net gains of $13 million
($12 million after-tax or $0.06 per share) on the sales of other assets primarily in.North American Tire.

" Net losses on asset sales in 2004 were $4 million ($8 million after-tax or $0.04 per share) on the sale of assets in
North American Tire, Europcan Union Tire and Engineered Products. The net loss includes $15 million on the
write-down of assets of our natural rubber plantation in Indonesia. ‘

Financing fees in 2005 im{:luded $47 million of debt issuance costs written-off in connection with our 2005
refinancing activities, which inclides approximately $30 million of previously unamortized fees related to replaced
facilities and $17 million of costs related to the new facilities. Also in 2005 there were higher amortization of debt
fees of $15 million. In 2004, $21 million of deferred costs were written-off in connection with our refinancing
activities.

General and product liabi]iiy-discontinued products includes charges for claims against us related to asbestos
personal injury claims, and for liabilities related to Entran II claims, net of probable insurance recoveries. During -
2006, $9 million of expenses related to Entran IT claims and $17 million of net expenses related to asbestos claims
($39 million of expense and $22 million of probable insurance recoveries). During 2003, we recorded gains of
- $32 million from settlements with certain insurance companies related to asbestos coverage. A portion of the costs
incurred by us related to these claims had been recorded in prior years. During 2004, $42 miltion of net expenses
related to Entran Il claims ($142 million of expense and $100 million of insurance recoveries) and $11 million of net -
expenses related to asbestos claims ($13 million of expense and $2 mitlion of pil'obable insurance recoveries).

Foreign currency exchange was favorably impacted by approximately $23 mitlion as a result of the
strengthening Chilean Peso, Euro, and Mexican Peso versus the U.S. dollar.

Net insurance settlement gains in 2005 and 2004 of $43 million and $145 million, respectively, primarily
represent settlements with certain insurance companies related to environmental coverage and property loss.

Included in 2006<misccllan‘cous‘ income is a $15 million gain in Latin American Tire resulting from the
favorable resolution of a legal matter.

Note 4 Per Share of Commnn btock

Basic eammgs per share have - bcen computed based on the weighted average number of common shares
outstanding,. ‘ !

There are contingent conversion features included in the indenture governing our $350 million 4% Convertible
Senior Notes due 2034 (“the Notes”) issued on July 2, 2004. The Notes became convertible on January 17, 2006
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- Note 4. Per Share of Common Stock (contmued) L ' E P Vo

and remamed convertible through March 31, 2006. No Notes were surrendered for conversion dunng this period. |
" The Notes were not convertible during the second, third and fourth quarters of 2006 as the apphcable stock pnce
condmon was not met. The Notes became convertible on January 18, 2007.and will remain convertible through
March 31,-2007. The Notes may be convemble after’ March 31, 2007 if the stock pnce condition is met in any future”
fiscal quarter or if any other conditions to conversion set forth in the inderiture governing the Notes are met. If all of
the Notes outstandmg are surrendered for conversion, the aggregate number of shares of common stock issued

would be approxnmately 29 million. . Lo _ e

The followmg table presents the number of mcremental welghted average shares outstanding -used in
computmg diluted per share amounts:

o - 2006 2005 " 2004

< Weighted average shares outstanding — basic . . .. . .. 177,253,463 . 176,107.411 175,377,316
4% Convertible Senior Notes due 2_034 e —_ 29,069,767 14,534,884
Stock options and other dilutive securities . ... ... ... : — 3,553,194 2,346,070
Weighted average shares outstanding'— diluted . . .. . . 177,253,463 208,730,372;__ ) 192,258:276._

" Weighted average shares outstandlng — diluted for 2006 exclude the effects of dpprommately 29 million con-

tingently issuable shares and approximately 7 million equwalent shares related to options. with exercise prices less
than the average market price ‘of our common shares (i.e. “in-the- money " options), as thelr mcluslon would have
been anti-dilutive due to the Net toss in 2006 et :

H

Addltlonally, welghted average shares outstandlng ~— diluted exclude approximately 17 million, 23 mllllon

~and 23 million equwalent shares retated to options with exercise prices greater than the average market pnce of our
_ common shares (i.e. “underwater” opuons) for 2006, 2005 ‘and 2004, respectively. - ceh

The followmg table presents the computatlon of Adjusted net (loss) income used in computmg Net (loss)
income per share — diluted. The computation assumes that after-tax interest Costs incurred on the Notes would
have been avoided had the Notes been converted as of January 112005 and July 2, 2004-for 2005 and 2004,
respectwely Adjusted Net loss for 2006 does not include the after-tax interest cost as the Notes were anti-dilutive
for the year.

(In millions) R . . ) ' 2006 2005 2004
Net (LOSS) INCOME .« ... ce v e e et e e e et e e ae el ($(330) $228 $115
After-tax impact of 4% Convcmble Semor Notes due 2034. e — 14 - 7 7
Adjusted Net (Loss) Income . . ......... PP R P $(330) %242 S122 -

Note 5. Accounts and Notes Receivable

K {In millions) . A . . 2906 . 2005
; Accounts and notes receivable . ... ... . . $3,076  $3,288

Allowance for doubtful accounts. et e e e e e (103) (130
‘ ) $2.973  $3,158

Accounts and Notes Recetvable included non- n'ade receivables totaling -$301 million and $300 milli'on"at

- December 31, 2006 and 2005, respecnvely These amoums primarily related to value-added taxes and tax.
recelvables i

‘ Dunng 2004 one of our international subsidiaries had established an-accounts receivable continuous sales
program whereunder 'this subsidiary may receive proceeds from the sale of certain of its receivables to a SPE

Coaa
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THE GOODYEAR TIRE & RUBBER COMPANY. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 5. Accounts and Notes Receivable — (Continued) : i ,

affiliate of a certain bank. This subsidiary retained servicing responsibilities. This program was terminated during
2004. ' ’ .

The following table presénts certain cash flows related to this progranf: '
] .

(In millions) - ) ' N .ﬂg‘; N
Proceeds from collections; reinvested in previous securitizations .. .............. o.r.... $633
Reimbursement for rebates and discounts issued ................... e e 60
Cash used for terminaticm{j of program . .. ..... e I ............... 76

Note 6. Inventories

{In millions) - . ’ ) : 2006 2005
"Rawmaterials ... .. ... e e % 722§ 587
Work in process .. ... .. P 156 137

" Finished products . . . . .. R P 1911 2,086
; ' $2,789  $2,810

Note-7. Goodwill and Other Intangible Assets

. | [
The net carrying amount of goodwill allocated by reporting unit, and changes d}iring 2006, follows:

Balance at Translation & Balance at
o o December 31, Purchase Price I - 1 Other -December 31,
(In mitlions) . | 2005 Allogatlun . DI\'ﬁllturml Adjustments 2006
North American Tire. . ...... L $ 98 — 33 - 3— - $95
European Union Tire. . . . . . .. ... 343 S— @ 42 381
Eastern Europe, Middle East and ‘ i ‘

Africa Tire . ... ... R [ 111 ' 1 — .1 119
Latin American Tire . . ....... L. — — - ! — —
Asia Pacific Tire. .. ........ R 64 2 — 1 67
Engineered Products . . ... ... .. 21 e — 2 23

v $637 - $3 $ $52 $685

II
|
|

We recorded new goodwill totaliinrg $12 million during 2006 as a result of acquisitions, primarily SPT. Refer to
Note 8. We also reduced the carrying amount of goodwill by $10 million during 2006 to record the release of tax
valuation allowances recorded in purchase price allocations in prior years. 3

r '
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 7. Goodwill and Other Intangible Assets — (Continued) U C
The net carrying amount of goodwill allocated -by. reportmg umt and changcs durmg 2005 follows _
oot -, : ' Balance at et S 'n-anslalion & Balance at”
i, oL : L - December 31,  Purchase Price : Other - December 31,
(In r.mll:ons) C ’ o 2004 : _Allocation . Divestitures _Adjustments e 2005
‘North American, Tlre ............ $102 . S $(8) $ 4. $;98 .
European. Union Tire. . .. .:...-.. 403.7 . — o= (60y. .- ~.343 -
Eas{em Europe, Middle East and - oo R R
" Africa Tire ... ....... PR o124 ST e e (13 -
Latin American Tire .. ...... . 1 - — ay - =
Asia Pacnﬁc Tire. .. .. e e ... 67 - = 3, 64 .
Engineered Producls e 20 . 2. = (D 21
S e s v 82 . 88 $(74) . .. - $637
e ' - s D e T : - , araa

The'following table presents information about other intangible assets:
o ' J b 2006 " 20087
Gross P .- Net . Gross . : Net
. Carrylng .  Accumaulated Carrying, Carrying' ' Accumulated ° Carrying
Amount(1) Amortization(1) Amount | Amount(1) Amortization(1) Amount

{In millions)

Intangible assets- w1th 1ndeﬁmte o < : : ' - " et '
lives. . ... 0t oo 313000 - $-(9) $121~ - %119 .- §$.(9) - .S8I10
Trademarks and Patents .......... 45° - @) - 24 48 - Q07 28
Other intangiblé assets ...... e 2290 ) ®y 21 - 2877 (D 21
Total Other mtanglble assets . . ... - $204 .. SG®).. - $166  $195. SG6).. o $159
(l) lncludes lmpact of foreign. currency. translatlon : Lo - KR G ji Ai o
lntanglb]e assets are primarily compnsed of the rlght to use’cértain brand names and tradcmarks on a non- s
competmve basis related to our global alliance ‘with Sumltomo Rubber lndusmes Ltd K " ol .cr _-‘__a

Amortization expense for mtanglble assets totaled $4 mllllon $4 mllhon and $4 m|]l1on in 2006 2005 and §

2004, respectively. We estimate that annual amortization expense I related to intangible assets will be approx:mdlely
$3 million during each of the next five years and the welghted average remaining amortization: penod 1s

apprommately 20 years . -

4

Note 8. + Investments - L
Consolidation of Variable Interest Entities . S R

We applied the prowsmns of FIN 46 for entities-that are not SPEs effective January 1, 2004 and consohdated two
previously unconsolidated -investments, SPT, 4 tire manufacturer, marketer and exporter of tirés in Alistralia and
New Zeatand, and T&WA, a wheel mounting operation in the Umted States which sells to OE manufacturers: This
consolidation was treated as a non-cash transaction on’ the Consolidated Statements of Cash. Flows with"the
exception of approximately $24 million of cash and cash equivalents from SPT and T& WA, which was included in

" -Other assets and liabilities in the Operating activities section of the statement. In connection with the consolidation

of SPT and T&WA, we recorded approximately $5 million of goodwdl ‘Effective January 2006, we purchased ;the
remammg 50% mterest in SPT and no longer consolldate SPT under FIN 46. ‘

Investments and Acqu:s:ttons

We have funded approxlmately 37% of the obligations under our Supplemental Pensmn Plan as of December 31,
2006 (approxlmately 40% at December 31, 2005) using a Trust. The Trust invests in debt and equny securities and

55

*

~ 4T,



P \
“THE GOOIiYEAR TIRE & RUBBER COMPANY AND éUBSlDIARIES
‘NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Contlnued)

‘Note 8. [nvestments —_ (Contmued) S

funds current benefit paymcnts under the Supplemental Pension Plan. No contrlbunons were made to the Trust in
2006 or 2005. The debt secunttes have maturities ranging from March 15, 2007 through September |, 2036. The fair
value of the Trust assets was $25 million and $26 million at December 31, 2006 and 2005, respectively, and was
included in Other Assets on the Consolidated Balance Sheets. We have classified the Trust assets as.availa-
ble-for-sale, as provided in Stz‘ncmcnt of Financial Accounting Standards No. 115, “Accounting for Certain
Investments in Debt and Equity, Securities” (“SFAS 115"). Accordingly, gains and losses resulting from changes in
the fair value of the Trust assets are deferred and reported in AOCL on the Consolidated Balance Sheets. At
December 31, 2006 and 2005, 'AOCL included a gross unrealized holding gain on the Trust assets of $5 million
($2 million after-tax) and $4 mlllton ($1 million after-tax), respectively. |

We owned 3,421,305 shares of Sumitomo Rubber Industries, Ltd. (“SRI”) at December 31, 2006 and 2005 (the
“Sumitomo Investment ). The' fair value of the Sumitomo Investment was $44 million and $49 million at
December 31, 2006 and 2003, respectlvely, and was included in Other Assets on the Consolidated Balance’
Sheets. We have classified the Sumltomo Investment as available-for-sale, as prov1ded in SFAS 115. At Decem-
ber 31, 2006, AOCL included gross unrealized holding gains on the Sumitomo Invesiment of $28 mlllton
($29 million after -tax), compared to $32 million ($34 million after-tax) at December 31, 2005.

In January 2006, we acqutre.d the rematmng 50% ownership interest in our SPT joint venture from Ansell
Limited. SPT is the largest tire manufacturer in Australia and New Zealand. In connection with the acquisition we
paid Ansell approximately $40 mtlhon and repaid approximately $50 million of outstanding loans from Ansell to
SPT. As a result of the acqutsmon we recorded goodwill of approximately $12 million and indefinite lived
intangible assets of $10 million. The purchase price has been allocated based on'50% of the assets acquired and
liabilities assumed. This process was completed in the third quarter of 2006, SPT’s results have béen consolidated in
our financial statements since .Ianuary 1, 2004. Assuming that the acquisition of the remaining 50% interest had
occurred on January 1, 2004, the proforma impact to the Statement of Operattons was msrgmﬁcant

Dividends received from our consolidated subsidiaries were $247 million, $290 million and $155 mtlllon in :
2006, 2005 and 2004, respectlvely, which included stock dividends of $16 million and $15 million in 2005 and
2004, respectively. Dividends recetved from our affiliates accounted for using the eqmty method were $5 mtlhon

$7 million and $3 million in 2006 2005 and 2004, respectively. ;

Note 9. Properties and Plants _

2006 ) 2005

(In millions) . ; Owned Capital Leases Total Owned Capital Leases Total
Properties and plants, at cost: | - .
Land and improvements. . . ..... $ 442 $ 5 $ 47 § 415 $ 9 $. 424
Buildings and improvements ,. . . . 1,902 84 1,986 1,856 91 1,947
Machinery and equipment . 4. .. 10,408 108 10,516 9,885 110 9,995
.. Construction in progress . . IT - 442 — 442 445 = 445
. X 13,194 197 13,391 12,601 210 12,811
Accumulated depreciation . ... .... (8,064) (99) (8,163) (7,635) (94) T (7,729)
H i
. . 5,130 98 5,228 4,96(? 116 5,082
Spareparts. . ........... b 149 — 149 149 — 149
{ g
$ 5279 $ 9% b 5,377 3 5,115 $116 $ 520

The range of vseful lives of property used in arriving at the annual amount of dcprecratlon prov1ded are as follows:
buildings and improvements, 8 toi45 years; machinery and equipment, 3 to 30 years
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
'NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conitinued)

Note 10. . Le_ased Assets_

Net rental expense comprised the following:
{In millions) 2006° 2005 2004

Gross rental expense . .. ............. PPN : $368  $359 $349
Sublease rental income . . ... ..o (75) (716) {(74)

5203 $283 . $275 -

1Y . ar
S

We enter mto leases pnmanly for our wholesale and retail distribution facilities, vehlcles and data processmg
equipment under varying terms and conditions. Many of the leases require us to pay taxes assessed against leased
property and the cost of insurance and maintenance. A portion of our domestic retail distribution’network is sublet to

mdependemdealers ) L _ P ,:-r,
' + X

While substantla]ly all subleases and some operating~*leases are cancelable for perlods beyond 2007,
management éxpects that in the normal course of its business nearly all of its mdcpendcnl dealer distribution
network will be actively operated. As leases and subleases for existing locations expire, we would normally expect

_to evaluate such leases and either renew the leases or substitute another more favorable. retail:location,

The following table presents minimum future lease payments:

: 2012 and .
(In millions) 2007 2008 009 2010 2011 Beyond Total
Capital Leases . Lo,
Minimum lease payments . ... .... $11 $11 $11 $10 $ 9 "$29 .% 8
Imputed interest ............... o _ . @y
Executory costs. . ........... L - —
-Present valle: ... _ . % 58
Operating Leases : .
~ Minimum lease payments .. ...... $315 $247 3187 $145 $110  $451 $1,455
Mlnllem sublease rentals . . . . ... 4 G 28 a9 (9 (14) (154)
. $268 %210 $159  $126 §$101 $437 - 1,301
Imputed interest . ...............: _ . ‘ ] (381)
Present value . . ................. - . & $ 920

o

"Note 11. Finanéing Arrangements and Deriv:iative Financial Instruments
At December 31, 2006, we had total credit arrangements totaling $8,208 million, of which $533 million were

unuscd:

Notes Payable and Overdrafts, Long Term Debt and Capual Leases due Within One Year and Short Term
Firiancing Arran&ments

At December 31, 2006, we had short term committed and uncommitted credit arrangements totaling $49l million,
of WhICh $6 million related to consolidated VIEs. Of these amounts, $236 million and 36 million, respectlvely, were
unused. These arrangements are available primarily to certain of our international subsidiaries through various
banks at quoted market interest rates. There are no commitment fees associated with these arrangements.
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THE GOODYlEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 11. Financing Arrangefnients and Derivative Financial Instruments (continued)
The following table presents amounts due within one year at December 31: . M
(In millions) K . | 2006 2005 '
Notes payable and overdrafts: {
Amounts related t0 VIES ... ... .ouuiutiititiitaei i $ — $ 74
Other international subsidiaries .. ... ............coiuiiiiiiiinieina... 255 143
$255 8217
Weighted average ii_l_tereé.tll TAEE. . o ot e 5.62% 5.24%
Long term debt and capi(?l leases due within one year: ‘
Amountsrelated to VIES . ... .. ..ttt $ L % 54
5%% Swiss Franc Bond due 2006 . . . . ... ... ... ... .. ... ... ... — 120
6%% Notes'due 2006 . ... ..o e e e — 216
8Y% Notes due 2007 . 1. ... ...t 300 . —
U.S. Revolving credit facility ................ i i . 37 —
Other (including capital lleases) ...................................... 67 58
' 405  $448
Weighted average interest rate. ... ... ... ..ol i i 8.34% 6.13%
Total obligations due within one year. . .. .............................. $660 - $665
Amounts related to VIEs in Notes i)i;.yable and overdrafts, and Long term debt and capital leases due within one year

represented amounts owed by T&.WA in 2006 and T&WA and SPT in 2005.

b
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. THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS = (Contmued)

Note 11. Flnancmg Arrangements and Derlvatlve Fmancral Instruments (contlnued) S ¥
- Long Term Debt and. Capatal Leases and Fmancmg Arrangements . " o '1 NI
At December 31, 2006 we had long term credit arrangements totaling $7 717 mllhon of Wthh $297 mllllon were . .
unused. . : g Ct. ) . S
B R A . . ”-J "'fr',."" . N :
The followmg tabie presents long term debt and capltal leases “nef of tinamortized’ dnscounts and interest rates
at December 31 e B LT Ee DR
' B B " Interest T < . Miterest.
(In millions) ST e TGy - 2006 _Ratear 2005 . Rate’
Notes: . L e """’&? Col o oo ',
5%%Sw135francbondsdue2006..:....‘...._ ......... e L8 — =0 s 00 5%%‘“
6%% due.2006. ... ... ... R S L= e e
LB due 2007, ... S U300 .8%% - 300- - 8Wdk
S EATdue 2008, 0.1 S e 100 64% 100 6%4%
Floatmg rate notes’ due 2009 . . . .. A S 5 495- ' 9.14% = — - 7
| T%% die 2011..." ..... ".-,:‘".’:."*.-* ...... L LTt es0 T%% 650 T
8625% due2011 L0l DU EER o 500 T 8625% - — T —
Floating rate notes due. 2011 T AP A 200 1370% 200 12.31% -
S M%due 2011 LT e LALLM 1%, 448 1%
9% due 2015 ........ e T 400" 9% 400 9%
7% due-2028 < .. . . .. AU S SU P AL et 189 0 7% - 149 %
4% Converuble Seruor Notes due 2034, L. 350 4% 350 4%
Banklermloans & O S -] L -
$1.2 billion second Tieh térm-loan facility due 2010 e iee..o .o 12000 804% 1200 7.06%
€155 million senior sécured European term loan due 2010 ...~ 302 591% " 7183 485%
$300 rrulllon lhlrd l:en secured term loan due 2011 .J. e oo 300 'l8.89'%l " 7300 . 781%.,
Pan- European accounts receivable facility due 2009, .. .. ... o 362 505% 324 T 391% o i
German revolvmg credit facrl:ty due’ 2010 ...................... 204 . 6.42%-, - —_— v
u.s. Revolvmg credit facmly ........................ S . &3 1 60% - — o '
Other domestic and 1ntemauonal debt. T il 169 748% 85 6.20%"'}? s
Amounts relaled to Y;IES' "., e P . ____§ 7.51%""_8Q 6.45%
. o . 6910 Cosns
Capital lease obli_gelions ................................... __ 38 __ 76
a e .. 6968 5,190
Less portion due w1r.hm one year PR e = e -_@g) i , o (448)
86563 . g

The fo]lowmg table presents mfonnanon about long term ﬁxed rate debt, including capital leases at December 31

(In m:lhons) ’ i ,. ., " . ’ b - o . 2006 —%O-E—- N
,Carrying amount — llablhty e N e e . $2999: 82,847
) "Falr value-—llablhty . e e e 213,354 '3,046

- The fair value was estimated using quoted market pnces or dlscounled future Cash flows. The fair value exceeded
. the carrying amount at: December 31, 2006 and 2005 due pnmanly to lower market interest rates. The fair value of
“the 6%% Notes due '2006-was parually hedged by floating rate swap contracts® with notional principal amounts -
totalmg $200 million at’ December 31,52005. The fair value of our vanable rate debt approxlmated its carrymg .

: amount at December 31 2006 and.2005. -. .
£y ’j .' - . ' { - . 59 ' ’ '-
Wl '
el . . . .




THE GOOD\;EAR TIRE & RUBBER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 11. Financing Arrangements and Derivative Financial Instruments (continued)

NOTE OFFERINGS ..

$1.0 Billion Senior Notes Offering

On November 21, 2006, we completed an offering of (i) $500 million aggregate principal amount of 8.625% Senior
Notes due 2011 (the “Fixed Rate Notes™),"and (ii) $500 million aggregate pr1nc1pal amount of Senior Floating Rate
Notes due 2009. The Fixed Rate Notes were sold at par and bear interest at a fixed rate of 8.625% per annum. The
Floating Rate Notes were sold at 99% of the principal amount and bear interest at a rate per annum equal to the six-
month London Interbank Offered Rate, or LIBOR, plus 375 basis points. The Notes are guaranteed by our U.S. and
Canadian subsidiaries that also guarantee our obligations under our senior secured credit facilities. The guarantee is
unsecured. A portion of the proceeds were used to repay at maturity $216 million principal amount of 6%% Notes
due December 1, 2006, and we also plan to use the proceeds to repay $300 million principal amount of 8% Notes
maturing March 15, 2007. The femaining proceeds are to be used for other general corporate purposes.

We may redeem some or all of the Floating Rate Notes at any time prior to maturity at a redemption price equal
to the principal amount of the Floating Rate Notes plus accrued and unpaid interest. After December 1, 2009, we
may redeem for cash all or a portion of the Fixed Rated Notes at the redemption prices set forth in the Indenture.
Prior to December 1, 2009, we may redeem for cash some or alt of the Fixed Rate Notes at a redemption price equal
to the principal amount of the leed Rate Notes plus the make-whole premium set forth in the Indenture. In addition,
at any time prior to December 1, 2009, we may redeem up to 35% of the aggregate principal amount of the Fixed
Rate Notes with the net cash proceeds of certain equity offerings at the redemption price set forth in the Indenture.

The terms of the Indenture, almong other things, limits our ability and the ability of cenain of our subsidiaries to
(i) incur additional debt or issue redeemable preferred stock, (ii) pay dividends, or make certain other restricted
payments or investments, (iii) incur liens, (iv) sell assets, (v} incur restrictions on the ability of our subsidiaries to
pay dividends to us, (vi) enter into affiliate transactions, (vii) engage in sale and leaseback transactions, and
(viii) consolidate, merge, sell or otherwise dispose of all or substantialty all of our assets. These covenants are
subject to significant exceptions and qualifications. For example, if the Notes are assigned an investment grade
rating by Moody’s and S&P and no default has occurred or is continuing, certain'covenants will be suspended.

3650 Million Senior Secured Notes

Our $650 million of senior secured notes, consist of $450 million of 11% scni01E secured notes due 2011 and
$200 miltion of floating rate notes due 2011, which accrue interest at LIBOR plus 8%. The notes are guaranteed by
the same subsidiaries that guarantée our $1.5 billion first lien credit facility and the notes are secured by perfected
third-priority liens on the same collateral securing that facility (however, the fac;hty is not secured by any of the
manufacturing facilities that secure the first and second lien facilities).

We have the right to redeem the fixed rate notes in whole or in part from time to time on and after March 1,

i 2008. The redemption price, plus accrued and unpaid interest to the redemption date, would be 105.5%, 102.75%,

and 100.0% on and after March 1, 2008, 2009 and 2010, respectively. We may also redeem the fixed rate notes prior

| to March 1, 2008 at aredemption price equal to 100% of the principal amount plus a make-whole premium. We have

the right to redeem the floating rate notes in whole or in part from time to time on and after March 1, 2008. The

redemption price, plus accrued and unpaid interest to the redemption date, would be 104.0%, 102.0%, and 100.0%

on and after March 1, 2008, 2009 and 2010, respectively. In addition, prior to March 1, 2007, we have the right to

redeem up to 35% of the fixed and floating rate notes with net cash proceeds from one or more public equity

offerings. The redemption price would be 111% for the fixed rate notes and 100% plus the then-applicable floating
rate for the floating rate notes, plu;s accrued and unpaid interest to the redemption date.

The Indenture governing the senior secured notes limits our ability and the ability of certain of our subsidiaries
to (i) incur additional debt or issue redeemable preferred stock, (ii} pay dividends, or make certain other restricted
payments or investments, (iii) incur liens, {iv) sell assets, (v) incur restrictions on the ability of our subsidiaries to
pay dividends to us, (vi) enter into affiliate transactions, (vii} engage in sale and:leaseback transactions, and

!
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THE GOODYEAR TIRE:-& RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

-Note 11. Fmancmg Arrangements and Derlvatlve Flnancml Instruments (continued) - Co

(vm) consolidate, merge ‘sell or otherwise dlspose of a]l of, substantlally all of our assets..These covenants are
subject to significant exceptions and qualn" ications. For example in the event that the senior secured notes have a -

“h

rating equal to or greater-than Baa3. from Moody ] and BBB- from Standard and Poor’s, a: number of. those :

restrictions will not apply, for 50 long as those credlt ratings are maintained. :

$400 Million Senior Notes Oﬁermg ' ' U N T R

. ’

el

Our $400-million aggregate principal amount of 9%. Semor Notes due 2015 are guaranteed by our. U S.:and

I

Canadian subsidiaries that also guarantee our obllgauons under our senior secured credit facilities. The guarantees N

are unsecured. - C s . T PR SRR B

-

The Indenture governmg the senior- notes hmlts our ability and the ability of certain of our subsldmnes to )

(1) incur addttlonal debt or lssue redeemable preferred stock, (i) pay. dividénds, or.make certain other restncted
payments or 1nvestments (m) mcur liens, (w) sell assets (v) incur restrlcnons on the ability of our subsrdlanes 10.
pay dividends to us, (v1) enter mto afﬁhale transactlons {vii) engage in sale and leaseback transactions, and

- {viii) consolidate, merge, sell or otherwrse ’drspose of a]] or substannally all of our assets. These covenants are

subject .to- s1gmficant excepuons “and’ qua]:ﬁcanons For example if‘the Notes are assigned an mvestmem grade
rating by Moody s and S&P: and no. default has occurred or is continuing, certain covenants will be suspended

- C— v
n‘—-=' r . o

.$350 Mtllton Convemb[e Semor Note Oﬁrtrlg o . Lo . .

Our'$350 mllhon aggregate prlnc1pal amount of 4% Convemble Semor Notes are due J une 15 2034 The notes are-
convertible into shares.of- our common stock initially at a convérsion Tate of 83 07 shares of common stock per
$1,000 pnnc:pal amounts of notes which is equal to-an initial conversion price of $12 04 per share

N ) - - o . . . o
Ty . .

CREDIT, FACIL[TIES
315 Brlhon Frrst Lien Crea'tt Faczlrty

Oir $1.5 bllllon first lien credit’ factllty consists of a $1.0: billicn revo]vmg fac1]1ty&and a $500 m:lhon deposrt—
funded fac111ty Our.\obhgatlons under these fac1ht|es are guaranteed by most of our, wholly -owned - U S and
Canadian sub51d1arles Our.. obhganons under this fac:lhty and our. sub51d1ar|es _obligations under the related

guarantees- are; secured by collateral that includes, subject to certain excepnons ! Z_ L g

s firsi: pnonty secunty 1nterests .in certaln U.S. and Canadlan accounts recelvab]e and 1nvent0ry
.. T T‘J B Rl .j, . .
. ﬁrst -priority secunty interests in- and mortgages on our U. S corporate headquarters and certam of our -

US manufactunng fac:htles - . : R _ L - ._._, |

- AN .

-oaE T o T

o ﬁrst pnonty secunty lnterests in the equtty interests in our U.S. subsrdlanes and upito 65% of the eqmty
tnterests in our forelgn subsrdlarles excludlng GDTE and its subsldrarles and certam other subsldlarles and

.

L e ﬁrst pnonty security interests in substantlally ‘all other tangtble and’ intangible assets mcludlng equtprnent

. contract rights and |ntellectual property B

. . < .
A > n v 5
I - S b -

The facrllty, whlch matures on Apnl 30 20190, contams certam covenants that among other thmgs hmtt our ablllty
to incur additional unsecured: ‘and: secured 1ndebtedness (mcludmg a limit on accounts receivable transactlons)
make investments and sel] assets beyond specnﬁed hmrts Under certain circumstances,~ borrowmgs under the
facnhty are rcqulred to be prepatd with proceeds of. asset sales greater than $15 millioh. The facxhty limifs the
amount of dividends, we may pay on our common stock in any: fiscal year to $10 million. This limit i lncreases to
$50 million in any fiscal: -year if Moody s public senior implied rating and Standard & Poor’s (“S&P”y corporate
credit rating- 1mpr0ve to'BaZ or.bétter and BB or better, respecnvely The facnhty also limits the-athount of capital
expenditures we may make to"$700 million in each. year through 2010 (wrth increases for the proceeds of equity

" issuances). Any unused capltal expenditures for a year may be camed over into succeeding years. The capital

expendltures allowed under our covenants in 2007 18 $855 mllhon which includes carryover from 2006 and 2005.

61

-k

et

-

[



THE GOODYEAR TIRE & RUBBER COMPANY AND Sl'_JBSID[ARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENT§— (Continued)

Note 11. Financing Arrangements and Derivative Financial Instruments (continued)

"We are not permitted to allow the ratio of Consolidated EBITDA to Consolidated Interest Expense to fall
below a ratio of 2.00 to 1.00 for any period of four consecutive fiscal quarters. In addition, our ratio of Consolidated
Secured Indebtedness (net of cash in excess of $400 million) to Consolidated EBITDA is not permitted to be greater
than 3.50 to 1.00 at the end of any fiscal quarter.

{ - 1
Availability under the facility is subject to a borrowing base, which is based on eligible accounts receivable and
inventory, with reserves which are subject to adjustment from time to time by the administrative agent and the
majority lenders at their discretion (not to be exercised unreasonably). Adjustments are based on the results of
periedic collateral and borrowmg base evaluations and appraisals. If at any time the amount of outstanding
borrowings and letters of credit under the facility exceeds the borrowing base, we are required to prepay borrowings
and/or cash collateralize letters of credit sufficient lo eliminate the excess.

Interest rates on the facility are dependent on the amount of the facility thal is available and unused.

s If the availability under the facility is greater than or equal to $400 million, then drawn amounts (mcluding
amounts outstanding under the deposit-funded facility) will bear interest at a rate of 175 basis points over
LIBOR, and undrawn amounts under the facilities will be subject to an annual commitment fee of 50 basis
points; '

« [f the availability under the facility is less than $400 million and greater than or equal to $250 million, then
drawn amounts (mcludmg amounts outstanding under the deposit-funded facility) will bear interest at a rate
of 200 basis points over L[BOR and undrawn amounts under the facilities will be subject to an annual
commitment fee of 40 basis points; and :

« If the availability under the facility is less than $250 million, then drawn amounts (including amounts
outstanding under the deposit-funded facility) will bear interest at a rate of 225 basis points over LIBOR, and
undrawn amounts under the facilities will be subject to an annual commitment fee of 37.5 basis points.

At December 31, 2006, we had ouistanding $873 million under the credit facility, all.of which was repaid in January
2007. As of December 31, 2006, we also had $6 million of letters of credit issued under the revolving credit facility.

With respect to the deposn-funded facility, the lenders deposited the entire $500 million of the facility in an
account held by the administrative agent, and those funds are used to support letters of credit or borrowings on a
revolving basis, in each case subject to customary conditions. The full amount of the deposit-funded facility is
available for the issuance of letters of credit or for revolving loans. As of December 31, 2006, there were
$500 million of letters of credit issued under the deposit-funded facility.

31.2 Billion Second Lien Term Loan Fac:hty

Qur obligations under this facility are guaranteed by most of our wholly-owned U.S. and Canadian subsidiaries and
are secured by second priority secunty interests in the same collateral securing the $1.5 billion first lien credit
facility. The facility contains covenants similar to those in the $1.5 billion first lien credit facility. However, the
facility contains additional flexibility for the incurrence of indebtedness, making of investments and asset
dispositions, the payment of dividends and the making of capital expenditures and does not contain the two
financial covenants that are in the first lien credit facility. Under certain circumstances, borrowings under the
facility are required to be prepaid with proceeds of asset sales greater than $15 million. Loans under this facility
bear interest at LIBOR plus 275 basis points. As of December 31, 2006, this facility was fully drawn. '

$300 Million Third Lien Secured Term Loan Facility

Our obligations under this facility are guaranteed by most of our wholly-owned U.S. and Canadian subsidiaries and
are secured by third priority security interests in the same collateral securing the $1.5 billion first lien credit facility.
The liens are pari-passu with the llens securing our $650 million secured notes clue 2011. The facility contains
covenants substantially identical to those contained in the $650 million secured notes due 2011, which limit our
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' ablllty to incur additional indebtédness or liens, pay d|v1dends make distributions and stock repurchases, make
. investments and sell assets, among other limitations. Loans under this facility bear interest at LIBOR plus 350 basis
" points. As of December 31 2006, this facnllly was fully drawn. :

Euro Eqmvalem of $650 Million (€505 Million) Semor Secured Eumpean Credit Facilities

These facnllttes consxst of (i) a- €195 millien European revolving credit facmty, (i1) an additional €155 million
Gennan revolving credit” facﬂlty, and (iii), €155 million of German term loan facilities. The guarantors of the
" U.S. facilities described above provide unsecured guarantees to support these facilities. GDTE and certain of its
' subSldlarleS in the Umted Kingdom, Luxembourg, Francé and Germany also provide guarantees. GDTE’s
. obligations -under the facilities and the obligations of subsidiary. guarantors under the related guarantees are
secured by collateral that inctudes, subject to. certain exceptions:

* first-priority security interests in the capital stock.of the principal subsidiaries of GDTE; and

= first-priority secunty interests in and mongages on substantially all the tanglble and mtanglble assets of

. " certain accounts receivable, inventory, real property, equipment, contract rights and cash and cash aécounts,
but excluding certain accounts receivable and cash accounts in sub51d1ar1es that are or may bécome prties (o
5

secuntlzallon programs j ' . ol (R .

-The facdmes contain covenants 51mllar to those inthe $1.5 bllhon first hen ‘credit fdcﬂlty, with special limits on the
ability of GDTE and its subsidiaries toincur addmonal unsecured and secured indebtedness, make investments and
sell assets beyond specified llmlts The fac:lmes also limit the amount of capital expendltures that GDTE may make
to $200 million in 2005 $250 million in 2006 and $300 million per year thereafter, with the unused amount in any
year carried forward to the succeeding years. In addition, under the facilities we are not permitted to allow the atio .
of Consolidated Indebtedness (net of cash in excess of $100 million) to Consolidated EBITDA of GDTE to be
greater than 2.75 to'1.00 at the end of any fiscal quarter. | Under certain circumstances, borrowmgs under the teim
10an facility are required.to be prepaid with proceeds of ‘asset sales by GDTE and its subsidiaries greater than
$15 million. Loans under the term loan facility bear interest at LIBOR plus 237.5 basis points. With respect to the
revolvmg credit facilities, we pay an annual commitment fee of 75 basis points on the undrawn portion of the
‘Commitments -and loans bear interest at LIBOR plus:275 basis points. As-of December 31, 2006, there were
$4 million of letters of credit issued under the European revolving credit facility, $202 million was drawn under the
German: term loan facilities and $204 million was drawn under the German revolving credit facility. The
$204 rmlhon drawn under the German revolvmg credn fac1llty was repaid in January 2007.

The above facilities. have customary representations and warranues mcludmg, ds'a condition to borrowmg.
material adverse change represemauons in our, ﬁnancml condmon since December 31, 2004,

av‘_

lnternatioribl Accounts Receivab!é 'Securi!izarion Facilities. ( On-Balance-Sheet)

i

GDTE and certain of its subsidiaries are party o a ﬂve -year pan- European accounts recelvable securmzatlon
fac:ll:ty The faCIhty provndes €275 million’ of -funding and is subject to customary annual renewal of back- up
liquidity lines. o ‘ S e . .

S

_ The fac111ty involves the twice- -monthly sale of substantially a]l of the trade accounts receivablé of certain
~ GDTE subsidiaries to a bankruptcy-remote French company controlled by one of the liquidity banks i in the facnhty
' These SubSldlar]CS retained servicing responsnbllmes Iris an event of default under the facﬂlty 1f

-+ the ratlo of our Consohdated EBlTDA to our Consolldated Interest Expense falls below 2. 00 to 1.00; -

- i,
Ce the ratlo of our Consolldated Secured Indebtedness (nel of cash in excess of $400 mllhon) to our
. Consolidated EBITDA is greater than 3.50 to 1.00; or

P
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+ the ratio of GDTE's third party indebtedness (net of cash held by GDTE and its Consolidated subsidiaries in’
excess of $100 mllllon) to its Consolidated EBITDA is greater than 2.75 to 1.00.

The defined terms used in the events of default tests are similar to those in the European Credll Facilities. As of -
December 31, 2006 and 2005, thé amount available and fully utilized under this program totaled $362 million and
$324 million, respectively. The program did not qualify for sale accounting pursuanl to the provisions of Statement
of Financial Accounting Standards No. 140, “Accounting for Transfers and Servicing of Financial Aséets and
Extinguishments of Li.':lbilities”r and accordingly, this amount 15 included in LonEg term debt and capital leases.

In addition to the pan- European accounts receivable securitization facility discussed above, subsidiaries in
Australia have accounts receivable programs totaling $81 million and $67 million at December 31 2006 and 2005
respectively. These amounts are included in Notes payable and overdrafts,

t
b

Debt Maturities A .
The annual aggregate maturities of long term debt and capital leases for the five ye]ars subsequent to December 31,
2006 are presented below. Maturities of debt credit agreements have been. reported on the basis that the
commitments to lend under these agreements will be terminated effective at the end of their current terms.

(In millions) P 2007 2008 2009 2010 2011
Domestic . . .. ¢ .....u.s i e $349  $106 $501  $2,042 $2,105

_ International. ... ....... e 56 27 ;415 411 2
' ] $405  $133  $916  $2.453 +$2,107

- > L ) . - - ,
QOur U.S. and German revolving credit facilities are due 20I0 as such, substantially all the borrowings outstanding
under these facilities at December I31 2006 are included in the table as maturing in 2010. However in January 2007,
we repaid all outstanding amounts under these facilities.

i
A

Derivative Financial Instruments i ' -

. . - ’ L \ .
We utilize derivative financial inét'rument contracts and nonderivative instruments 1to manage interest rale,_foreign
exchange and commodity price! risks. We have established a control environment that includes policies and
procedures for risk assessment and the approval, reporting and monitoring of derivative financial instrument
activities. Company policy prohi;b_its holding or issuing derivative financial instru:mcnts for trading purposes.

Interest Rate Exchange Contracts ’ ' 5
‘ : : ) .

We manage our fixed and floating rate debt mix, within defined limitations, usi‘ng refinancings and unleveraged
interest rate swaps. We will emer'imo fixed and floating interest rate swaps to hedge against the effects of adverse
changes in interest rates on consolldated results of operations and future cash outflows for interest. Fixed rate swaps
are used to reduce our risk of increased interest costs during periods of rising interest rates, and are normally
designated as cash flow hedges. Floating rate swaps are used to convert the fixed rates of long terin borrowings into
short term variable rates, and are normally designated as fair value hedges. We use interest rate Swap contracts to
separate interest rate risk management from the debt funding decision. At December 31, 2006, 58% of our debt was
at variable interést rates averaging 7.84% compared to 51% at an average rate of 6. 80% at December 31, 2005. The
increase in the average variable mterest rate was driven by increases in the index rates associated with our variable

rate debt. . -
|
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Note 11. Financing Arrangements and Derivative Financial Instruments (continued) . -+ .-
The following tables present contract 1nfonnatxon and weighted average interest rates. Current market pricing -
models were used to estimate the fair values of interest rate exchange contracts.

December 31, 2005 Settled -+ December 31, 2006

(Do!!ars in mt!ltons) .
. . . e . - _" . .

~ Floatmg rate contracts' '

Notional prmcnpal amount. e e '$"200 .‘ $200 - $—
* "Pay variable LIBOR : ;. ......... L 6.21% 6.67% . 2
- ‘Receive fixed rate. L oL ST T 6.63% 6.63% —
Average years to maturity ... . ... ... S O 092 Co —
Fair value asset (llab1hty). R R $ — $ — $—

Carrymgamount ‘- .

- Current asset.......... e . — — —

Weighted average ‘i.nterest 'rate' swap contract information follows:

Twelve Months Ended.
. December 31,
. 2006 2005 2004

{Dollars in millions)

" Fixed rate contracts; ",

Notional principal amount. . ... . ... ... .. .. I e $— $ 7 %9
Pay fixedrate . .. . ... D : — - 594% 5.14%
Receive variable LIBOR ... ......... B — . 566% 1.86%

. ‘ Floating rate contracts: * - L ’ ‘ AT

. ‘Notional principal amount. . . . . ... e e e . $183° $200 - $200
: " Pay variable LIBOR .. . ..\ oo L. 661% 492% 327%
_ Receive fixed rate. .. ... .. e S e el 6.63% 6.63% 6.63% -
. Interest Rate Lock Contracts . o '_ ce e

T+

: We will use, when appropriate, interest rate ]ock contracts to hedge the nsk free rate component of antlmpated long
-term debt issuances. These contracts are designated as cash flow hedges of forecasted transactions. Gains and losses
on these contracts are amortized to 1ncome over the life of the debt. No contracts were outstandmg at December 31,
2006 or 2005. ‘e

R v o R
Foreign Currency'Contracts -
_

We w1ll enter into forelgn currency contracts in order to reduce the impact of changes in foretgn exchange rates on
consoltdated results of operations and’ ‘future foreign currency-denominated cash flows. These contracts reduce
exposure to currency movements affecting existing foreign currency-denominated assets, llablll[les fin-n com:-
e mitments and forecasted transactions resultmg prtmarlly from trade receivables and payables equtpment acqul-'
) smons mtercompany loans, roya]ty agreements and forecasted purchases and sales.

v (LA . B - . + . e,
Contracts hedging the Swiss franc bonds were desngnated as cash flow hedges until they matured in March

2006, 'as were contracts hedging €100 million of the 6%% Euro Notes until they matured in June: 2005 Contracts

hedgmg'short term trade recelvables and payables normally have no hedgmg desngnatlon - :

Amounts were rec]assnfied from AOCL into . earmngs each perlod to offset the effects of exchange rate
) movements on the hedged amounts of prmcnpal and interest of the Swiss franc bonds through March 2006 and the -
- ' Euro Notes through June 2005, : _ - :
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Note 11. Financing Arrangérhents and Derivative Financial Instruments (g:ontinued) N

The following table prcseﬁls foreign currency contract information at December 31:
b : . - [

2006 2005
' Fair Contract Fair - Contract
(11 millions) N ' Value Amount Value Amount_
Buy currency: e o L
Euro............ Bt e e e ... $360 8534 $ 34 $ 34
Swiss franc .. ... .. e -8 8 124 86,
? - )
Japanese yen. .. ... R ALAREEREERERRERE 35 ., 37 30 31
US. dollar. . ...... R RS wo.. 1610 T 161 127 - 126
Allother . ... . 67 65 32
: %307 '$305 318" $279
. | i
Contract maturity: Q
Swiss franc swap. ! ..o Tl — - 3/06
F N o T 1/07 — 10/19 1/06 — 10/19
4 | |
! 2006 2005
: Fair Contract Fair Contract
{In millions) ! Value Amount Value Amount
Sell currency: . | '
British pound . . ... t PP $146  '$145 $ 41 $ 41
Swedish KIONa. . ... fee e e 13, 13 13 13
Canadian dollar . .. .0 ... .. oo 5 , 5 64 65
BUIO . oo ottt e 13 13 120 120
Allother . ... 35 34 1 11
b ' $212  $210  $249  $250
Contract matrity ...+ BT 107 — 9407 1/06 — 1206
The foltowing table presents forlcign currency contract carrying amounts at Dece:mber 31:
Carrying amount — asset (iiability): [
Swiss franc swap — CUITENL ASSEL. . . oottt uvn i e e n e coee. 85— 838
Current asset. . ....... et e e 3 3
Long term asset. .. . ... e [P P oo, 4 2
Current Hability . . « .+« e oot ettt e BRI @ Q)
Long term liability ............. [ e — (2)

We were not a party to any foreign currency option contracts at December 31, 2006 or 2005.

The counterparties to our mterest rate and forelgn exchange contracts were substantial and crcdnworthy
multinational commercial banks or other financial institutions that are recogmzed market makers. Due to the
creditworthiness of the coumerpames we consider the risk of counterparty nonpcrformance associated with these
contracts to be remote, However ‘the mablllty of a counterparty to fulfill its obllgauons when due could have a
material effect on our consolldated financial position, results of operations or liquidity in the perlod in which it
occurs. !

l
|
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-, Note 12, Stock Comi)ensatj_on Plans St

* Qur 1989 Performance and Equity Incentive Plan, 1997 Performance Incentive Plan and 2002 Performance Plan

-(collectwely “the Plans”) permitted grants of performance equity units, stock options, stock options in tandem w1th

" stock apprec1at10n rights (*SARs”), and restricted stock units to employees The Plans expired on April 14, 1997‘
Decernber 3172001 and Apnl 15, 2005, respectively, except for grants then outstanding. Our 2005 Performance

'Plan due to expire on April 26 2008 also permits the grant of stock options, SARs, performance share units and

) restricted stock units, A maximuim of 12,000,000 shares of our common stock may be issued for grants made under
the 2005 Performance Plan

On December 4, 2000 we adopted The Goodyear Tire & Rubber Company Stock Optlon Plan for Hourly
. ‘Bargaining Unit Employees and the Hourly and Salaried Employee Stock Option Plan, which permitted the grant of

o options up to a maximum of 3,500,000 and 600,000 shares of our common stock, respecnve]y These plans expired

on Decernber 31, 2001 and December 31, 2002, respectively, except for options then outstandmg The options
granted under these plans were fully vested prior to January 1, 2006.

Shares 1ssued under our stock- based compensation plans are usually issued from shares of our common stock
held in- {reasury.

Stock Options - ) ) . .

-Grants of stock options and SARs (collectively referred to as optlons ") under the Plans generally have a graded
vesting period of four years whereby one-fourth of the’ awarde vest on each of the first four anniversaries of the grant
date, an exercise price equal to the fair market value of one share of our common stock on the date of grant (average
of high and low price) and a contractual term of ten years. The exercise of SARs cancels an equivalent number of
stock options and conversely. the exercise of stock options cancels an equ1valent nuinber of SARs. Option grants are
cancelled on termination of employment unless termination is due to retirement under certain circumstances, in
which ¢ase, all outstandmg options vest fully on retirement and remain outstanding until the end of their contractual
term.

The exercise of certain stock options through a share swap, whereby the employee exercising the stock options
tenders shares of our common stock then owned by such employee towards the exercise pnce plus taxes, if any, due
from such employee, results in an immediate grant of new ‘options (hereinafter referred to as “reload” options) equal
to the number of shares so ‘tendered, plus any shares tendered to satisfy the employee’s income tax obligations on the
transactlon Each such grant of reload’ opnons vests on' the first anniversary of its respective grant date, has an
exercise price equal to the fair market value of one share of our common stock on the date of grant (average of high
and low price) and a eontractual term equal to the remaining contractual term of the original option. The subsequent
exercise of such reload opuons through a share swap does not result in the grant of any additional reload options.

o
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Note 12. Stock Compensati(lm Plans (continued) ' : ’
The following table summarizes the activity related to options during 2006:

Weighted Avera.ge

r

, Remaining
' . Weighted Average  Contractual Term  Aggregate Intrinsic.
! Options Exercise Price (Years) Value (In Millions)
Outstanding at January 1 ...~ 28,668,041 °  $25.11 g '
Options granted. ........ 165,026 13.72 ; _
_ Options exercised ... ... (1,658,054) 9.01 l _ 314,
Options expired. . . ... L. (2479276) 1 47.42
Options cancelled .. .. .. (787.446) - 1871 :
Outstanding at December ?;1 . 23,908,291 2400 41 - 8102
. —_—— i . ; , R
Vested and expected to vest ‘ -
at December 31...... ... 23,502,891 24.20 4.1 $ 99
) el A .
' Exercisable at December 31.. 20,033,234 2616 36 $ 72
. Available for grant at . : : . . 1
December 31........ o - 9,206,248 :

i

i, : . .-
Significant option groups outstanding at December 31, 2006 and related weighted average exercise price and
remaining contractual term infohnation follows:

} Remaining

’ ! Options Options Exercisable Contractoal Term
Grant Date(1) ) { Qutstanding Exercisable Price {Years)
12/06/05(2) v vvveiennnn. L 11,548,851 394,836 $17.15 8.9
12/09/04 ... .o e . 3286085 1,568,187 ' 12.54 7.9
12/02/03 ..o e Lol 2224707 1,477,752 6.81 6.9
1200302 ..o ‘1 .............. 11,366,462 1366462,  7.94 59 -
12/03/01 ... 2,669,259 2,669,259 1 22.05 4.9
1200400 ... o 4921919 4921919 . 1768 39
12006199 ..o ovv e 2,886,710 2,886,710 .  32.00 29
TI30/98 .o e 1,893,862 1,893,862 :  57.25 1.9
12002097 .o e 1,677,397 1,677,397 . 63.50 © 09
All'other .......... B U .. _1433,039 1,176,850 (3 3)

' 23,908,291 20,033,234

* j

(1) Grants of options and other stock-based compensation, that were usually made by our Board of Directors in
December each year for the ls‘_ubscquent fiscal year, will henceforth be determined by our Board of Directors
during the first quarter of the' respective fiscal year. Consequently, no grants for 2007 were made in December
2006. ' ‘

(2) The number of options gralnted in 2005 decreased in comparison to 2004, as we anticipated grants of
performance share units to certain employees in 2006 in lieu of a portion of their 2005 option grants. ‘

(3) Options in the “All other” category had exercise prices ranging from $5.52 to'$74.25. The weighted average
exercise price for options outstanding and exercisable in that category was $18.73 and $19.98, respectively,
while the remaining weighte‘d average contractual term was 5.5 years and 4.8 years, respectively.
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Note 12. Stock Con'fi)ens'ation Plans (continued)

Weighted average grant date fair values of stock opuons and the assumpnons used in estimating those fair values are

as follows: . L ..

y Cohe S . USRS 2006 0 208 2004
Weightrédaverage grant date fair value .. ... '$6.52 Iééﬁl © $6.36
Black-Scholes model. assumplions(l): e o N R I :

Expected 'term (years) ............... v . 6 25 6 25 5.00
Interest rate ... ......... e N A 435% 4.35% 3.55%
" Volafility. . ... S T 447 447 547

Dividend yield .............. R R S — —

(l) We rev1ew the assumptlons used in our Black- Scholes model m conjunctlon with estlmatmg the grant-date fair
value of the annual grants of stock- based awards by our Board of Directors, .

3 Pe'fonnance Share Units RN

‘J

- Performance Share Units granted under the 2005 Performance Pian are earned over a three- year period beginning
January Tof the year of grant, Total units eamed may vary between 0% and 200% of the units granted based on the
cumulative attainment of pre-determined targets of net income and total cash flow, net of debt and fundmgs to our

' pension plans ‘each weighed equally, over-the related three- -year period. Half of the units earned will be settled
‘through the payment of cash and the balance will be settled through the issuance of an equivalent number of shares

- of our common stock. Ellglble employees may elect to defer receiving the payout of all or aportion of their units
-earned until termination of employment; Each deferred unit equates to one share of our common stock and is
payable at the elect:on of the employee, in cash, shares of our common stock or any combination thereof.

The followrng table summanzes the actmty related to: perforrnance share units during 2006;

) Number of Shares

S - - N " . .- . 1 E j )
Unvested at January 1. . _ —
Granted™>. . ... ... L. e e e 1,098,200
Vested o . 0. T e e —
Forfeited. .7, . . .. A P T S (62,634)

Unvested at Deeember 31 . - 1,035,566

. Other Information

As of January 1, 2006 we recognized’ stock based compensatlon expense of $3 million ($2 million after- tax or

"$0.01 per share,’ basic and diluted) upon the adoption of SFAS No. 123R. Addmonally, dunng 2006, we recogmzed

related expense of $26 million (524 mllhon after-tax) In 2006, we also made cash payments of $3 million to settle

exercises of SARs and performance equrty units granted under the 2002 Performance Plan. Total cash received from
N the exercise of stock options during 2006 was $12 million. :

As of -December 31, 20_06, unearned compensation cost related to the unvested portion of all stock-based

awards was approximately $41 million and is expected to be recognized over the remaining vesting period of the

respective grants, through December 31, 2010.

»
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Note 13. Pension, Other Postreurement Benefit and Savmgs Plans SR S R S

On September 29, 2006, the FASB issued SFAS No. 158, “Employers Accounting for Defined Benefit Pension and
Other Postretirement Plans” (“SFAS No. 1587). We adopted SFAS No. 158 effectlve December 31, 2006, The.
impact of the adoption of SFAS No. 158 has been reflected wrthm our consolidated financial statements as of
December 31, 2006. The mcrememal effect of applying SFAS No. 158 has been dlsclosed as part of thls footnote.

We provide substanually allI employees with defined benefit pension beneﬁts Our principal domestic hourly
plan provides benefits based on lenglh of service. The principal domestic plans covenng salaried employecs pr0v1de
benefits based on final five- yeariaverage earnings formulas. Salaried employees makrng voluntary contributions to
these plans receive:higher beneﬁt‘s Effective March 1, 2006, all active pamcrpants in the Brazil pension plan were
converted to a defined contnbuuon savings plan resulting in the recognition of a curtallment gain. The announce-
~ ment of the planned closure. of gnr Tyler, Texas facility and of tire production at lour Valleyfield, Quebec facility '

resulted in the recognition of cunallment and termination charges for both pensions and other postretirement benefit -
plans dunng 2006. We also amended our plan undér the union agreement to restore the service, credit for the |
U.S. hourly pension plan. Under the old agreemerit, union participation in the U S. hourly plan did not receive .
service credit for a two year penod ended November 1, 2005. On January |, 2005, the U.S. salaried pension plan
was closed to new participanis and effective October 1, 2005, our UK pension plans were closed to new participants. .
Other pension plans provide beneﬁts similar to the prlnClpdl domesuc plans as well s termination 1ndemn1ty plans
at certain non-U.S. subsidiaries! .

We also provrde substantra‘lly all domestic employees and employees at- certznn non-U. S subsidiaries with
health care and life insurance beneﬁts upon retirement. Insurance companies. provnde life insurance and certain |
health care benefits through premrums ‘based on expected benefits to be paid durmg the year. Substanual portions of
the health care benefits for domestlc retirees are not insured and are funded from operations. L '

On January 21, 2005, ﬁnal‘ regulatrons under the Medicare Prescription Drug, Improvement and Modern—
- ization Act were issued. Based on the clarifications provided in the final regulatrons our nét periodic postretlrement
cost was lowered by $64 mlllronF in 2005. This change increased pre-tax income by. $53 million in 2005. The .
difference between the total perigdic postretirement cost and pre-tax income amounts represents the portion of net '
periodic postretirement cost that, was carried in inventory at December-31, 2005. The accumulated postretlrement
benefit obligation was reduced by $529 million in 2005. This reduction in the obligation will be amortrzed asa

i . T
reduction of expense over the average remaining service life of aetwe employees. , v Cor
ot
I . )
We use a December 31 measurement date for our plans. : ! '
» : . i N
N 4 l
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‘Note 13. Pension, Other Post‘lfétiremeilt'Beffef t, and. Savings?Plans (continued)

Total benefits cost and amounts recogmzed in other comprehenswe loss: (“OCL“) follows:

a'.r!

Pensnon Plans

N(m-U.S. :

Other Benefits -

12

‘H

uUs. '’
(In millions) . 2006 ° 2005 L2004 2006 . 2005 2004 2006 2005 2004.
Benefits cost: ) . l o )
Servicecost ............. $103 $ 56 .$ 41 $ 51 $ 49 .$°45 $ 25 $23. §25
Interest cost . ............ 295 - 294 300 - 137 128 121 135 149 188
Expected réturn on plan . C ’ ' , : ]
aSSELS . ..\t (295) (258) (234) (117) . (115) (1l6) — — —
Amortization of pnor service | . _ .
COSt . ... . viiieinnnnn 59 63 1 ., 4 3 4 4! _ 43 .-_f’ 45
R net (gainsy losses. c 9 86 . 79 75 59 3% .9 10 - 35
" transition amount e — — — 0 1 1 L — —
Net periodic cost . ... ... 253 241 257 . 151, . " 125 94 - 210 . 225 - 293
™ Curtailments/settlements . ... - 20 13 -4~ (10) 2 (7 . .30 25
Termination benefits . . . .. .. 10 15 4 28 — = 30 — —
Total benefits cost ...... $283 $269 .$275 $169 $127°.$ 87 -$270 $250  $305
Recogmzed in OCL. o .
Prior service cost (credit) ... $ 41 $ 3 ;3 (60) - “
Net actuarial (gain) loss . ... (394) 46 A(134)
Net obligation at transition . . — (2)_ —
Total recognized in OCL. .. . (353) 4] 194)
Total recognized in total . '
benefits cost and p
OCL............... S (0 $ 210" - $ 76

The estimated prior service cost and net actuarial loss for the deﬁned beneﬁt pension plans that .will be amortized
from accumulated other comprehensive loss into ‘benefits cost in 2007 are $56 million and $59 million, respectively,

for our U.S. plans and $4 million and $75 million, respectlvely for.our non-U. S p]ans

The estimated prior service cost. and net actuanal loss for the postretlrement benefit plans that wnll be
amortized from accumulated other comprehensive loss into benefits cost in 2007 are $37 million and $10 million,

respectively.

-
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
X v
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

L

Note 13. Pension, Other Postt'retirement Benefit and Savings Plans (cominiled)
The change in benefit obl;igation and plan assets for 2006 and:2005 and ;:the amounts recognized in our
.~ Consolidated Balance Sheets at December 31, 2006 and 20035 are as follows: -
. . Pension Plans .
i U.S. '+ Non-US. Other Benefits
{In millions) ! 2006 2005 2006 2005 2006 2005
Change in benefit obligation: : . i
Beginning balance ... .....:.......... $(5,407) 8(5,191) $(2,646) | $(2,529) $(2,629) $(3,218)
Newly adopted plans. . l.......... — — @& . Q) — —
Service cost — benefits b;lrned' ..... (103) (56) 51 49 (25) 23)
Interest cost ........ A, (295) (294) (137) E (128) . (135) (149
Plan amendments .. .. ‘ .......... (111) — (5) lr — (b .
Actuarial (Ibss) gain . . ‘ e 120 (174) an i @y 110 532
. Participant.contributions : .. ....... ; (e . Aan (7} & (26) . (19)
Curtailments/settlements! . .. ... ... (10) — 66 | L 2 M
Termination benefits . . . ......... o s 28— (30) —
Divestitures.;......'..',.‘.'_.._.,.... — — — 9 — —
'Foreign currency translacif_on e — —_— (258) 203 1 (5)
Benefit payments . . ... ' Feees . 409 334 152 129 255 260
Ending balance . . ... .. .. 5 T $(5,417) $(5.407) $(2,999) $(2,646) $(2.478) $(2,629)
Change in plan assets: . . ' -
quiﬁning balance ........ # .......... $3404 $3046 $1638 51,552 § — § —
Newly adopted plans. .. .......... — —_— .7 — —_ —
Actual return on plan aséets. . . . . . .. 478 261 142 206 — —
Company contributions tPI plan
ASSELS oo 556 407 124 81 4 —
Cash funding of direct participant .. : . B
payments. . ........ A I 11 13 23 25 229 241
Participant contributions ... .. ... ... 01l 7 8 26 19
Curtailments/settlements’s. . . ... .. .. . — (14) —_ — —
Foreign currency translal?én ....... R — _‘_,147 ;. (105) - —
Benefit payments . . . ......... . (409 (334) | {152) ‘ . (129) (255) (260)
Ending balance. ... ... ... NI $4050 $3404 $1922 $1638 $ 4 8 —
‘ Funded status at end of year .. . ... P $(1,367)  (2,003)- $1,097)  (1,008) $(2474) (2,629
i Unrecognized prior service co"'si ........ . 325 20 359
. Unrecognized net loss . . ... fe e _ 1,646. 1,025 355
Unrecognized net obligation at transition. . — 2 —
Net amount recognized. . . ! ......... $ (32) $ 39 $(1,915)
; |
i
} .
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
' NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

". Note 13. Pension, QOther Postretirement Benefit and Szivin'gs Plans {continued) **

"= Amounts recognized in the Consolidated- Balance Sheets consist of: -

. - Pension Plans - ot
. o o . USs, . ) an-U.S. " ._‘Other Benefits
(In millions) o 2006 2005 2006 2005 2006 005
Noncurrent assets...,..... 0000 .8 — 8 — 8 35 § 178 — 8 — .
Current liabilities.... . . . il oo (19 (736)-(23) (129) @31)c (254)
Noncurrent llablhtles e DT (1348)  (L,I81)  (1,089) . (740) -(2,243)  (1,661)
Intangible asset included in other assets. . .. .. - " 329 — 2. = —
Deferred and’ other noncurrent mcome taxes .. > 210 — "7z .G — —
Minority shareholders’ equity ™. . .. ... .. e — 28 —~ 143 "t L=
Accumulated other comprehenswe loss : L L . - .
(AOCL)..........‘.' ........ e — 1,318 % "w 22 - 609 = —
Net amount ijecognized . ; e e B 367) $(32) $(1,07D $ 39 $(2474)  $(1,915)

Amounts recognized in accumulated other comprehensive loss, net of tax and minority, consist of:

Pension Plans .
U.S. .. _Non-US' - Other Benefits

(1 millions) . = 2006 . 208 -T006_ 2005 2006 2005 .

Prior service cost . . . .. PP feeenne. $366 — 5 170 — $299_" —

Net actuarial loss . . . . . . e e 1,252 —  LO7E — 21 —
Gross amount recogmzed . L... 1618 _ 1,088 - 52_0 —_

Deferred'income taxes . ... .. ... e Q) — a3y — 42 =

Minority shareho]ders equny A L. (24) —_—- (185) — -9 =
Net amount recogmzed. SEERRRRRRURI oo $13847 — $ 772 $53l

il
M
I

“The increase in minimum pensmn ]lﬂblllty adjustment, net of tax, mcluded in AOCL was $77 mllllon in 2005 and
$126 million in 2004, respecllvely, for our U.S. plans, and $20 million and $158 mllhon respectlvely, for our =
non-U.S. plans

R . . . y
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THE GOOD_YEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CQNSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 13. Pension, Other Postretirement Benefit and Savings Plans (continued)

The following table is reqllired as part of adopting SFAS No. 158. See Note' 1, Accounting Policies, Recently
Issued Accounting Standards. -

Incremental effect of applying FASB Statement No. 158 on individual line items in the Consolidated Batance
Sheet as of December 31, 2006:

r

\ Before Application After Application of
{In millions) ! of Statement 158 Adjustments Statement 158
Other assets and deferred’pension costs. . .. $ 950 $ (483) $ 467
Total SSELS .. ... e .t en 17,512 (483) 17,029
Compensation and benefits — current . . . . . 1,550 (645) 905
Compensation and benefits — long term . . . 3,525 1,440 4,965
Deferred and other noncurrent income
taxes ...... PR e 382 49 _ 333
Minority equity in subsidiaries . ......... 0907 (30) 877
Total liabilities . . .. . . . 17,071 716 17,787
Accumulated other comprehensive loss . . .. (2,132) (1,199) (3,331)
Total shareholders’ (deﬁcit) equity. ... .. 441 {1,199) (758)

]
The following table presents significant weighted average assumptions used to determine benefit obligations at
December 31: '

! Pension Plans Other Benefits
2006 2005 2006 2005

Discount rate: : o
B 1 5.75% 5.50% 5.75% 5.50%

— Non-UL S, L e e e 488 496 572 6.13
Rate of compensation increase: :

—US e 404 404 400 408

— Non-US. .............. ... e e 380 364 431 427

The following table presents significant weighted average assumptions used to determine benefits cost for the years
ended December 31: !

Pension Plans Other Benefits
' 2006 2005 . 2004 2006 2005 2004

Discount rate: ) 7 :

—US ... e e e 5.50% 5.75% 625% 5.50% 5.75% 6.25%

— NonUS. ........... e, 496 541 593 613 691 7.2
Expected long term return on plan assets:

—Us. .. P 850 850 8350 — — —

— Non-US. ........... e e 695 749 8.03 1025 — —
Rate of compensation increase:

—US. ..l e 404 404 400 4.08 4.00 4.00

e NOBUS, Lot 364 348 343 427 467 447

For 2006, an assumed long term rate of return of 8.50% was used for the U.S. pension plans. In developing this rate,
we evaluated the compound annualized returns of our U.S. pension fund over periods of 15 years or more (through
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Lo P

Note 13. Pensmn, Other Postretirement Benel‘ t and Savings Plans (contmued)

December+3i,' 2005). In addition, we evaluated input from our pension fund consultant -on”asset class return -

expectations and long term_inflation. For our non-U.S. locations, a weighted average assumed long term rate of
return of 6.95% was used. Input from' local pension fund consultants concemlng asset class return expectatlons and
Jlong term inflation form the-basis of this assumption. . :

The followmg table presems estimated future benefit payments from the plans as of December 31, 2006
Benefit payments for other postretirement beneﬂts are presented net of retiree contnbuuons :

v " A . ' " Y. Other Benefits - :
' Pension Plans Without- Medlcnre Medicare Part:-D -
(In millions) Us. Non-U.S, Part D §ubsidy " Subsidy Recelpts )
2007 .\ $ 357 $149 s252 s
2008 .. 362 149 258 (24)
12009 .0 376 154 283 TR 6
2010 ... 402 160 28 (28)
2011 ... 399 168 243 .07 @30y
2012200603 kel 2152 1903 1105 (179).

_ The followmg table presents se!ected mformatlon on our pens:on plans: ' . .
NN - Us. . Non-US.
(,,,‘,,';,;j,',m,- ool 2006 2005 - 2006 2005
All pians: T

Accumulated benefit obligation . . . . . ... PR $5,322  $5315  $2,792  $2,464
Plans not fully-funded: C Lo
PrOJeeted benefit obhgat:on e $5,417  $5407 ° -$‘2,5_03 - $2,499
Accumulated benefit obligation .. ............ L. 5322 75315 2337 2332
- Fair.value of plan assets. ............ e e L. ) 4,050 340‘4‘-- -1 4]8 - 1,486

. Certam non-U.S. subsidiaries maintain unfunded j pension plans consistent with local pracuces and reqmremenls At
December 31, 2006, these plans accounted for $271 mllllon of our accumulated pension benefit obligation,
$288 million of our prOJected pension benefit obligation and $67 million of our accumulated other comprehenswe
loss adjustment. At December 31, 2005, these plans accounted for $221 million of our accamulated pension benefit
obligation, $235 mllllon of our projected pension benefit obhgatmn and 349 million of our minimum pensxon

llablllty adjustment. _ T A T
. Q}l{“penSlon ‘plan weighted average asset allocation at December 31 by asset category, follows: .
v ' “ - : . US. Non- U.S.
R Eqmty SECUTIHES . v . o v e vt e e e e e e et e 0% 69% 49% 48%
" Debt securities . . . . . e e 30 . 31 47 .50
" Real estaté . ... ... B e i e — — | J— ‘
Cash and short 1Erm SECUNTHES - . .. ..o\ttt — = _2

At December 31 2006 and 2005, we did not directly hold any of our Common Stock

- Qur. pension investment policy recognizes the long term nature of penswn l:abllmes the benefits of

z

dwersaﬁcatlon across asset classes and the effects of inflation. The diversified portfolio i is designed-to maximize -

returns consistent with levels of liquidity and investment risk that are prudent and reasonable.” All assets are
*. managed extemally according to guidelines we have established individually vupth investment managers. The

1
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THE GOOI):YEAR'TIRE & RUBBER COMPANY AND STUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 13. Pension, Other Pﬁétretirement Benefit and Savings Plans (contihued) '

manager guidelines prohibit thc use of any type of investment derivative without ¢ our prior approval. Portfolio risk is
controlled by having managers comply with guidelines, establishing the maximum size of any single holding in
their portfolios and by using .managers with different investment styles. We periodically undertake asset and
liability modeling studies to détermine the appropriateness of the investments. The portfolio includes holdings of
domestic, non-U.S,, and privaté equities, global high quality and high yield fixed income securities, and short term
interest bearing deposus The target asset allocation of the U.S. pensu)n fund is 70% equities and 30% fixed income.

We expect to contrlbute, approximately $700 million to $750 million 'to our funded major U.S. and
non-U.S. pension plans in 2007. - i

Assumed health care cost trend rates at December 31 follow:
! 2006 2005

Health care cost trend ralé{:‘assumed forthe next year .................cc.tn 11.20% 11.50%
Rate to which the cost trqn_d rate is assumed to decline (the ultimate trend{ rate). .. . 5.0 5.0
Year that the rate reaches;t'he ultimate trendrate . ... ............... e 2014 2013

A 1% change in the assumed ili:alth care cost trend would have increased (decreased) the’accumulated postre-
tirement benefit obligation at December 31, 2006 and the aggregate service and miterest cost for the year then ended
as follows: ~ ¢ :

{In millions) ) ’ . ]% Increase 1% Decrease

Accumulated postrenrcmem benefit obligation . ..................., 543 $(35)

Aggregate service and mtcrest e S ' 4 3 :
1

Savings Plans

|
Substantially all employees in the U.S. and employees of certain non-U.S. locations are eligible-to partncnpate ina
defined contribution savings plan Effective January 1, 2005, all newly hired salaried employees in the U.S. are
eligible for a Company-funded conmbuuon into the Salaried Savings Plan, as they are not eligible to participate in
our defined benefit pension plan: Expenses recognized for contributions to these plans were $28 million, $21 million
and $18 million for 2006, 2005 and 2004, respectively. ' -

Note 14. Income Taxes |

The components of (Loss) lncome before Income Taxes and Cumulative Effect of Accounting Change, adjusted for
Minority Interest in Net Income of Subsidiaries, follow:

(In millions) 2006 2005 2004

US. ......... e e e $(787) $(278) $(329)
Foreign .............. e P . 563 761 652

. ‘ . (224) 489 323

Minority Interest in Net In'glome of Subsidiaries . ..... e e 111 95 58
$(113) $584 § 381

i
i
'
|
{

i
!
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Note 14. Income Taxes (continued) . o .\
. A reconciliation of income taxes at the U.S. statutory rate t0.income. taxes 'provided before cumulative effect of - .
“accounting change follows: . , i
: v
(In-millions) .o . .. 2006 2005 2004 ¥
U.S. Federal income tax (beneﬁl) expense at the statutory rate of 35% ........ L. 8 (‘40) $204  $133 '
Adjustmem for foreign income taxed at différent rales. B e @ (19 (14)
U.S. loss with no tax beneﬁl ........................................... - 256 69 ~ 98
State income taxes net of Federal benefit .................. e (1 3) (0 -
. Forelgn operating losses wnth no tax beneﬁts. e S R 63 21 45 .
Reledse of valuation a!lowances ..... S S ................. " 3 20y (8) "
a Resolutlon of uncertain’ tdx positions. .......... B R e (205) G (38) <
: Provnsmn for repatriation of forelgn BAIMUMES . . o oo oot e et et neae e 2 3 (5)-
. Estabhsh valuation AOWANCES . o v v ee e e Lo 49 3 2 .
"Deferred tax impact of enacted tax rate and law Changes . . ..\ . v, (8) 2 — .
. Other ..... e e F T 2 - {(6) (4) v
" United States and Foreign Taxes on (Loss) Income . . .‘; ............... e $106 $250 -$208 .
The components of the provision (benefit) for income taxes by taxmg _]uﬂSdlCthIl before cumulatwe effect of _ “ g
accounting change follow: . : . o e
B (In mdlmns) ’ ] 2006 2005 2004
Current: * S B . R c o e s
. Federal ...... PETRE T P 5200 5(26) $(60)
v, Foreign ......... e S TP S 175 297 273 e
State ......... PP @ ()
TR R 154 269 202
Deferred: - o _*Z"" . .
Federal~ ......... L. S iR — (2) {1
Fofeign ............. ST e LT @y (e .(3)-
State..............., ....................... i 5 ) —
RS S 48 .19 _ @  im
' Uli_ited States and Foreign Taxes on (Loss) Income .. . : : '*'r.' ..... e S0 8106 $250 T $208.
. 5
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THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
" NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

i 1)

Note 14,  Income Taxes (contmued) . , '

Temporary differences and c%rryforwards giving rise to deferred tax assets and Ildbl]mes at December 31 follow: .

’ (in miflions) ' ) ' . T ! ' 2006 2005
Postretirement benefits and- piermon% ............ . [ $1,618 §$1,206
_ Tax credit and loss carryforwards PO S e " 750 454
‘Capltalmed expenditures for th FEPOTHINE o vttt e e oot ee e bt 309 254
Accrued expenses deducllb]e*a‘; paid. ... ... .. ... oLl R R, 295 271
' Alternative minimum tax credlt c,arryforwards(l)......................'..l..:.... 63 63
Vacauonandsrckpdy...-..'.I................‘.‘ ............. 48 5r4'
Rationalizations and other prc:)\}isions .............. e H e 26 7
Other ....... R, L R e (R SRS S UL 81 D)
| SR T ‘ C 3% 2,398
Valuation allowance . ...... SR R e EERRES L (2,819 (2,052);
Total deferred tax assets . . E' ...... SR e e ! 346
Tax on undistributed subsldlar) eammgs ......... e e 20y (18)
Total deferred tax liabilities: * : ;o N IR o
— property basis dlfferenc'er, ..... ] B e (365)  (379)
Total net deferred tax Ilabllmes T, e o S S (14 § (SI)
_ 0 ) "
(1) Unlimited canyforward p(‘:nod . : _ : . v

In 2006, Goodyear recorded a; tax benefit of $176 million ($132 million net of mlnonly interest in net income of
subsidiaries) or $0.74 per share, attributable to the resolution of an uncertain tax position regarding a reorgdmzauon
of certain legal entities in 200]t

. At December 31, 2006, we had $365 million of tax assets for net Operatmg loss, capital loss and tax credit
carryforwards related to cenz%m international " subsidiaries that are pnman]y from countries with unlimited
carryforward perinods. A valuatlon allowance totaling $441 million has been recorded against these and other
deferred tax assets where recovery of the assel or carryforward is uncertain. In- addmon we had $61 million of state
and $324 mitlion of Federal Lax assets for net operating loss and tax credit carryforwards Some of the state
“carryforwards are subject to exp:rauon begmnmg in 2007. The Federal carryforwards consist of $267 million, of
foreign tax credits which are subject to expiration from 2009 to 2016, and $53 million of tax assets related to net
operating losses that are subject to cxplrauon primarily in 2026..A full valuation allowance has also been recorded
-agalnst these deferred tax dqqe}s as recovery is uncertain. : | .

No provision for Federal incofme tax or forelgn withholding tax on und;qmbuted earnings of international
: sub51d1anes of approximately | ’$2 5 billion is requrred because the amount has been or will be reinvested in
properties and plants and worklng capllal It is not prachcable to calculate the deferred taxes associated with the .

©remittance .of these mveqtmentq

Net cash payments for i mcome taxes were $310 million, $239 rmlhon and $20] mitlion in 2006, 2005 and 2004
respecuvely

_;, |
Lo

T
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THE.GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 15. Interest Expense

[nterest: expénsje includes interest and amortization of debt discounts, less amounts capitalized as follows:
' 2006 2005 2004 .

(In mi_f_lions)
Interest expense before capitalization . . -........................... $458 3418 $376
Capitalized interest . .. ....... ... i S (N {7 (7)

$451  $411  $369

Cash payments for interest were 3448 million, $401 million and $357 million in 2006, 2005 and 2004, respeet_ively.

Note 16. Business Segments

‘Segment information reflects our strategic business units (SBUs), which are organized to meet customer require-

menls and global competition.

The Tire business is comprised of five regional SBUs. Engmeered Products is managed on a global basis.
- Segment ‘information is reported on the basis used for reporting to our Chairman of the Board Chief Executive
Officer and President. ‘ . o '

Each of the five regional tire business segments is involved in the development, manufacture, distribution and
sale of tires. Certain of the tire business segments also provide related products and services, which include retreads
“automotive repair services and merchandise purchased for resale.

" North American Tire provides OE and replacement tires for autos, motorcycles, trucks, aviation and .

constructlon applications in the United States, Canada and export markets. North American Tire also provides

related ‘products and- services including tread rubber, tubes, retreaded tires, automotive repair ‘services and
merchandrse purchased for resale, as well as, sells chem:cal products to unaffiliated customers

European Union T1re provides OE and replacement tires for autos, motorcycles, trucks farm and construcuon
- applications in Western Europe and export markets. European Union Tire also provides related products and
services including tread rubber, retread truck and aviation tires, automouve repair services and merchandlse
purchased for resale.

/

Eastern Europe, Middle East and Africa Tire provrdes OE and replacement tires for autos, trucks farm,
construcuon and mining applications in Eastern Europe, the Middle East, Africa and export markets.

Latm American Tire provides OE and replacemem tires for autos, trucks, tractors, aviation and construcuon
applrcatlom in Central and South America, Mexico and export markets. Latin American Tire also provrdes related
pmducts and services including tread rubber, retreaded tires, and merchandise purchased for resale.

Asia Pacific Tire provides OE and replacement tires for autos, trucks, farm, aviation and construction
applications in Asia, the Pacific and export markets. Asia Pacific Tire also provides related products and services
mc]udmg tread rubber, retread aviation tires, automotive repair services and merchandisé purchased for resale.

Engmeered Products develops, manufactures and sells belts, hoses, molded products, airsprings, tank tracks
and other products for OE and replacement transportation applications and industrial markets worldwide.
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by
Note 16. Business Segments (continued)

The following table presein‘ts segment sales and operating income, and the r@conciliation of segment operating
income to (Loss) Income befc._)re Income Taxes and Cumulative Effect of Accounting Change: .
(In miltions) t | 2006 2005 2004.
Sales : ,

North American Tire ... 4. ... o - $9089 %9091 §$ 8569
EuropeanUni(mTire....i‘....................................5 4,990 4,676 4,476
Eastern Europe, Middle Easgt and Africa Tire. ..., ... ... . ' 1,562 1,437 1,279
Latin American Tire . . . .. . e e e e 1,604 1,466 1,245
Asia Pacific Tire. .. ... .. '.., ................................... v 1,503 1,423 1,312

Total Tires. ......... e e L. 18748 18093 16881
Engineered Products . . . .. L _ 1,510 1,630 1,472
Net Sales........... TR | $20258 §$19.723  $18.353
Segment Operating Income ‘(Loss) ‘ )
North American Tire ...\ ...................... S $ (233) § 167 $ 74
European Union Tire .......... ... ... o, 286 317 253
Eastern Europe, Middle Eas'tfand AfricaTire. ... ... .. . i 229 198 1 94
Latin American Tire . . ... |’ 326 " 295 251
Asia Pacific Tire. . ... ... e 104 84 60
Total Tires. ... ... ... . S o2 061 - 832
Engineered Products. . . . . e e e , 74 103 114

Total Segment Operatin!g Income . ... ...0....ccvviiriennan.. ' 786 1,164 . 946
Ra't_idnalizations and asset sales. . ... .. e 279 4N (60)
Accelerated depreéiation, asset impéirment and asset write-offs . . ....... 90 (5) _ (10)
Interest expense . .. .. ... ................. e ' 451y -~ 41D (369)
Foreign currency exchange ‘ e e e e : | (22) 23
Minority interest in net income of subsidiaries. . .................... (111) (95) (58)
Financing fees ......... e : (40) (109) (117
General and product liabi]it)ir — discontinued products. . . ........... .. i (26) 9 - ('53)
Professional fees(1) . ... .. e e e e e | 20 (25) (76)
Corporate incentive and stoc;k based compensation plans . ... .......... {39 (1 -3
Net insurance settlement gains . ............oviiniiinnn. 1 .43 145
Intercémpany profit eliminat‘ion ................................ ' (1) 13 . (6)
Interest Income. ... ...... (R e 87 59 34
Other . ................ : e 6y (56) 27

(Loss) Income before Iné¢ome Taxes and Cumulative Effect of :

Accounting Change . : ........................ e $ (224) $ 489 § 323

(1) Includes professional service fees related to labor negotiations, capital structuré, acquisitions and divestitures in_

2006 and 2005, and Sarbanes Oxley and restatement in 2004. ' '
{
‘ ,
{
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: chmcnt operating income includes transfers to other SBUs. Segment opemtmg income is computed as follows: Net ', ¢
‘Sales less CGS (excluding accelerated deprecmuon charges and asset impairent chatges) and SAG (mcludmg ST

THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — {Continued)

$17.029  $15.605 |

Results of operations are measured based on net sales to unaffiliated customers and segment operating income.

certain allocated corporate administrative expenses). Segment operating income also includes equity in earnings of
most affitiates. Segment operating income does not include rationalization charges-{(credits), asset sales and certain
other iterns. Segment assets include those assets under the management of the SBU.

The followmg table presents segment investments’in and advances 10 afﬁhates at December 31:

{in m!!lmns) o L C 2006 ﬂ)ﬁ .
Investments in and Advances to Affiliates . ] : o f
. North Amertcan Tire. .. ................. e e $18 516
European Union Tire. .. ... ... .o o i e e 5 3
Eastern Europe, Middle Easl and AfricaTire .. ...... .. ... ... ... ... ..... 1 3
Asia Pacific Tire .. ... ... o T
Total Segment Investments in and Advances to Affiliates . ............70.0° 32 35. -
Corporate . ............ e e Lo 2 T— '
$34  $35

The following table presents geogréphic information. Net sales by country were determined based on the locati_dn of
the selling subsidiary. Long-lived assets consisted of properties and plants, Besides Germany, management did not

_the 16. Business Segments (continuedj . 1 . o
Thc followmg table presents segment assets at December 31: . RS
(In ‘millions) _ : ‘ - ! A ) 2006 2005 .
Assets : . _ ‘ : %
North American Tire . ... ..v vttt c e $4798 §$5, 478 o
European Union Tire ., .. ... S 4,367 3,844~ LR,
Eastem Europe, Middle East and Africa Tire ... ... ...0. .. cueeeineonn... - 1,391 L1262 , R
Latin Amcncan TATE e o PU 986 899 4.’ _
Asia Pacific Tire .. ... . S L 1236 . 1:123:, '
Total THFES . ... .. \oee et et e 12,778 . 12,606
Engineered Products . .......... e e e P 794 ;748 :
Total Segment Assets . ... ... e SRS U 13,572 13,354 5
COMPOTAE . ..o oot e e e e 34570 2251

TR
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Note 16. Business Segments (contmued)

consider the net sales or long -lived assets of any other individual countries outside the United States to be significant

to the consolidated ﬁnanmal statements

i : ' '
(In millions) { ' 2006 2008 2004
Net Sales i .
United SIS . . ..ttt e e . $8664 $9048 3 8459
Germany ... i .o, L S L2170 1,788 1,655
Other 1nternat10nal ................................... 9,424 8,887 8,239 .
5 - , ' $20258 $19.723  $18,353
Long-Lived Assets . _ '
United States . ;. ... .. RN PR e $2325 0 52,358
Germany . ...0 ... .ot L e ) 546 452
Other international . . ... ... ... . 2,506 - 2,421
! o ©$5377  $5230

-Rationalizations, z:is_' described in Note 2, Costs Associated with Ratibna]ization Programs, and Asset Sales, as
. described in Note 3, Other (Income) and Expense, were not charged (credited) to the SBUs for performance

" evaluation purposes but were attributable to the SBUs as follows: !

{In millions) ‘.
Rationalizations '
North Amertcan Tire ........ ... . e R
European Union TIE .. ..o\ vvve e eeenenannennn P .
Eastern Europq,,Mlddle Eastand Africa Tire...................... .
"Latin 'American‘Tire .............................. e

Asia Paciﬁc Tire ..... N

Total Tires’ RERREEEEEEEE P
Engineered Products. . .. ... ... .. i

Total Segmé_nt Rationalizations . . . . .................ciieioin.
COTPOTALE ' - . oo ettt L

{In millions)
Asset Sales ' \ ‘ ;
North AmencanTlre AP
European Umon Tire ... oo e e
Eastern Europe, Middle East and Afnca TITE. oo oo e e e
Latin Amerlcz{n 3 T3 e .

Asia Pacific Tllre ........ e e e

Total Tires. ... .. ... .. i [
Engineered Products e e B e

Total Segment Asset Sales ...... R B
Corporate . . ..o v i e e e e e

i

]
i, i

l
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2006
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Note 16. Business Segments (continued)
The following table presents segment capital expeddimres, depreciation and émopizaﬁon: :
(In millions) 2006 2005 © 2004

Capital Expenditures

" North American Tire .. ..ottt et e ‘$‘248 $237 © $176
European Union Tire . . .. ... ................ I Lo 133 126 103
Eastern Europe, Middle East and Africa Tire ... ... ... I, 58 51 56
Latin AMenican TIE . ... ..ottt oo 67 72 65 |
AsiaPacific Tire . ... oo 70 70 66 .

Total Tires . . ... .. .. ... .. . . 576 556 466

‘ Engineered Products ............. e e e . 34 33 30
Total Segment Capital Expenditures . . ....... ., ... e 610 589 496 -

COMpOTatE . . . 61 45 . .33

$671 . $634; $529

{In millions)

Deprecmtlon and Amomzatmn . L . o
North American Tire ... ................ ..... $277  $296.. $303 -
European Union Tire .. ... ....... e e RO e 121 130
Eastern Europe, Middle East and Africa Tire . . . . . P 50 45 L 46
:; Lﬂthl’]‘lEl’]CZlIlTll’e'.A...:.'.............; ..... e 34 229 24
o . AslaPaCIﬁchre...'............: ............. I 52 55 52
Total Tires ... ... e D S . 529 546, 555 .
Engineered Products .. ...... ... e RN S Cildo: 36 36 33
. Total Segment Depreciation and Amortization . . . . .. P S 565 582 588
CCOrporate - . ..ot S i . 110 48 41
' $675.  $630 - $629
Note 17. Accumulated Other Comprehens:ve Loss - .
The components of Accumu]aled Other Comprehen&nvc Loss follow _
AT . Additional Unrecognlzed Lo oo ;., : Total -, -
- o Foreign Minimum, -. Losses ) : 1 Accumulated
. Currency Pension ™ - and Prior - Unrealized ° . Deferred ~ *  Other
. Translation Liability Service . lmes(ment Derivative . Comprehensive
c (In millions) Adjustment - Adjustment Cosits, Net .Gain . Gain, I.t)ss.
" Balance as of - . .
December 31, ‘ - ' - ' .
112005 . .. $(910) $(1,927) 5 — $35 $2 o $(2,800).
Current penod : . : o
. change ... . . 235 439 — G (2) . 668
_Adoption of SFAS ' _ - : ' :
No. 158 ...... — - 1,488 (2,687} = — . _(1.199)
- Balance as of ' ) o )
December 31, A ' T
2006 ...... .. 3(675) $  — $(2;687) $31 $— $(3,331)
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Note 18, Commltments and Contingent Liabilities

At December 31, 2006 .we had binding commitments for raw materials and investments in land, buildings and
equipment of $1,112 mllhon and off-balance-sheet financial guarantees . written and other commitments totaling
$16 million. !

!

Warranty ¢

! i
At December 31, 2006 and 2003, we had recorded $22 million for polemial claims under warranties offered by us, .
the majority of which :s recorded in Other current liabilities at December 31, 2006 and 2005. Tire replacement \3
under most of the warranueq we offer is on a prorated basis. Warranty reserves are based on past claims experience,
sales history and other Qqnmdcrauons The amount of our ultimate liability in respect of these matters may differ

1

from these estimates. _ . :

The following tabl?Jpresents changes in the warranty reserve during 2006 and 2005:

(In millions) : 1 : 2006 2005
BalanceatJanual"yfl....;.............................:..............- $22 $18
Payments made Hhring theperiod. .. ........ ... ... ... e 38) (38
Expense recordeg.during the period . ... .. e e 37 43
Translation adjus{tment ................................ SEREE PR 1
Balance at December 31 ... e $22 $22

-
[

.

Environmental Matters i

We had recorded liabilities totaling $43 million at December 31, 2006 and 2005, respectively, for anticipated'cost's
related to various env1r01'1mentdl matters, primarily the remediation of numerous waste disposal sites and certain
properties sold by us. Of these amounts, $9 million and $12 million were included in Other current liabilities at
December 31, 2006 and - _2.005 respectively. The costs include:

‘ f

* legal and consulting fees,
Pe

. sne studies, { - ;
. the design and 1mplementat|0n of remediation plans, and
*» post-remediation monuonng and related activities.

These costs will be paid over several years. The amount of our ultimate |lablllty in respect of these matters may be
affected by several uncertainties, primarily the ultimate cost of required remedlatlon and the extent to which other
responsible parties conlnbutc During 2004, we reached a sertlement wsth certain insurance companics for .
approximately $159 million of which $116 million, was received in 2005 and the balance was received in 2006
in exchange for our releasing the insurers from certain past, present and future environmental claims. A significant
portion of the costs incurred by us related to these claims had been recorded in prior years. As a result of the
setilement, we have hmued potential insurance coverage for future environmental claims. See “Asbestos” below for
information regarding additional msurance settlements completed dunng 2005 related to both asbestos and
environmental matters. |’

)

Workers® Compensation

o - -

We had recorded llabllltles on a discounted basis, totaling $269 million and $250 million for anticipated costs
related to workers’ compematlon at December 31, 2006 and December 31, 2005, respectively. Of these amounts,
$106 million and $103 million were included in Current Liabilities as part of Compensaticn "and benefits at
‘December 31, 2006 and Décember 31, 2005, respectively. The costs include an estimate of expected settlements on
pending claims, defense cotsls and a provision for claims incurred but not reported. These estimates are based on our
[
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Note 18. Commitments and Contingent Liabilities (continued)

" assessment of potential liability using an analysis of available information with respect to pending claims, historical
experience, and current cost trends. The amount of our ultimate liability in'respect of these matters may differ from
these estimates. We periodically update our loss development factors based on actuarial analyses At December 31
2006 and 2005, the liability was discounted using the risk-free rate “of return, :

B L 7 e

~ General and Product Lmbrhty and Other ngatwn oo s AR

We had recorded liabilities totalmg $454 m]llton at December 31, 2006 and $467 mllhOﬂ at December 31 2005 for .
'potennal product liability and other tort claims, including related legal fees' expected to be incurred. Of these

amounts, $260 million and $247 million were included in Other current liabilities at December 31,2006 and 2005,
respectively. The amounts recorded were estimated based on an assessment of potential liability using an analysrs of -
. available information with respect to pending claims, historical experience and, whére available; recent'and current.
. trends. We had recorded insurance receivables for potenttal product l1ab1llty and’other tort clalms of $66 million at i =t
December 31, 2006 and $53 million at December 31, 2005 Of these amounts $9 ‘million were included:in Current
* Assets as part of Accounts and notes receivable at December’31, 2006 and: 2005 -We have restncted cash of
$193 million and $198 million at December 31, 2006 and 20085, respecuvely, to fund certain of these ]tabtlmes
Subsequent to December 31, 2006 '$20 million of restricted cash became unrestncted

Asbestos. We are a defendant in numerous lawsuits alleging’ various asbistos- related personal injuries purported
to-result from alleged exposure to asbestos-in certain rubber encapsulated products or aircraft braking systems
" manufactured by us in the past, o to asbestos in certain of our facilities: Typtcally, these lawsutts have been brought
against multiple defendants in state and Féderal courts. To date, we have dtsposed ‘of approxrmately 40,100 claims
by defendmg anid obtaining the dismissal thereof or by entering mto a settlement. Thé sum of our accrued asbestos-
related liability and gross payments to date, including. legal- costs; totaled approx1mately '$272 million through
_-December 31, 2006 and $233 million through December 31, 2005 -

4

oA summary of approximate asbestos claims acttvny in recent years: fo]lows Because clatms are often ﬁled and
disposed of by dismissal or settlement in large numbers, the amount and t|m1ng of settlements and the- number of
open claims during a particular period can fluctuate sngmﬁcant]y The passage of tort reform laws and creation of

deferred dockets for non- maltgnancy clatms in several states has contnbuted toa declme in the number of clalms o

filed in recent years ‘ - e S o
(Dollars in millions) . ‘ 2006 " 2005 ' 20{-}4
Pending claims, beginning of year ... ... ... L. T , 125500 - 127,300 118,000
New claims filed during the year .......: LT 3900 S 62000 12,700
Claims settled/dismissed during the year . . . .. .. . ........ : (5,400} (8 000). - (3,400) _
Pending claims, end.of year . .. .. ... .. .. . e L 124,000 ¢ 125 500 127,300 .
Payments(1): v oo e e e L8719 % .22 0§ .30

(l) Represents amount spent by us, and our msurers on asbestos llttgauon defense and clatrn resolutlon

- - 1)
We engaged an independent asbestos valuation hrm 10 review our existing reserves. for pendtng claims, provide-a
reasonable estimate of the liability associated with unasserted asbestos.claims, and est1mate our receivables from
probable insurance recoveries. . . B S oLt A :

‘We had recorded gross liabilities for both asserted and unasserted clarms inclusive of defense costs totalmg
$125 million and $104 million at December 31, 2006 -and 2005, respecttvely ~As of’ December A1, 12006, we
‘ mcreased the perlod over which the liability can. be- reasonab]y estimated from four to'ten years*Thts change in
estimate was the- result of obtaining additional experience with respect:to the dtsposmon of our asbestos claims

(including related payments) as well as an update in assumptions concerning' the amount and tlmlng of-payments.to ]
- be made to claimants out of trusts established to address the asbestos-related lldbllltles ‘of companies emerging from .-
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Note 18. Commitments and Contingent Liabilities (continued) :
| - ' ' ’

bankruptcy. Due to the difficulties in making these estimates, analysis based on new data and/or a change in
. circumstances arising in the future could result in an increase in the recorded obligation in an amount that cannot be
‘ reasonably estimated, and that increase could be significant. The portion of the liability associated with unasserted
"asbestos claims and'relqtcd defense costs was $63 million at December 31, 2006 and $31 million at December 31,
| 2005. At December 31, 2006, our liability with respect to asserted claims'and related defense costs was $62 million,
compared 10 $73 million at December 31, 2005. At December 31, 2006, we estimate that it is reasonably possible
that our gross liabilities could exceed our recorded reserve by up to $25 million, approximately 50% of which would

be recoverable by our accessible policy limits. ' :

We maintain primaf)l' insurance coverage under coverage-in-place agreements, and also have excess liability
insurance with respect 10 asbestos liabilities. We have instituted coverage actions against certain of these excess
carriers. Afler consultation with our outside legal counsel and giving consideration to relevant factors iricluding the

" ongoing legal proceedinés with certain of our excess coverage insurance carriers, their financial viability, their legal
obligations and other per'tinent facts, we' determine an amount we expect is probable of recovery from such carriers.
We record a receivabie with respect to such policies when we detenmne that recovery is probable and we can
reasonably estimate the amount of a particular recovery.

Based upon a model employed by the valuation firm, as of December 31, 2006, (i) we had recorded a receivable
related to asbestos claims of $66 million, compared to $53 million at December 31, 2005, and (i) we expect that
approximately 50% of asbestos claim related losses would be recoverable up to our accessible policy limits through
the period covered by the estimated. liability. Of this amount, $3 million was included in Current Assets as part of
Accounts and notes receivable at December 31, 2006 and 2005. The receivable recorded consists of an amount we
expect to collect under coverage-in-place agreements with certain primary carriers as well as an amount we believe
is probable of recovery 'fﬁjm certain of our excess coverage insurance carriers.

We believe that, at December 31, 2006, we had at least approximately $180 million in aggregate limits of
excess level policies poten:tially applicable to indemnity payments for asbestos products claims, in addition to limits
of available primary insurance policies. Some of these excess policies provide for payment of defense costs in
addition to indemnity limits. A portion of the availability of the excess level policies is included in the $66 million
insurance receivable recorded at December 31, 2006. We also had approximately $19 million in aggregate limits for
products claims, as well as coverage for premise claims on a per occurrence basis and defense costs, available with
our primary insurance curﬁers through coverage-in-place agreements at December 31, 2006.

We reached an agreement effective April 13, 2003, to settle our claims for insurance coverage for asbestos and
pollution related liabilities with respect to pre-1993 insurance policies issued by certain underwriters at Lloyd’s,
London, and reinsured by Equitas. The settiement agreement generally provides for the payment of money to us in
exchange for the release by us of past, present and future claims under those policies and the cancellation of those
policies; agreement by us to indemnify the underwriters from claims asserted under those policies; and includes
provisions addressing the nnpact o' the settlemem should federal asbestos reform legislation be enacted on or
before January 3 2007.

Under the agreement, Equitas paid $22 million to us and placed $39 million into a trust. The trust funds may be
used to reimburse us for a portion of costs we incur in the future 1o resolve certain asbestos claims. Our ability to use
any of the trust funds is subject to specified confidential criteria, as well as limits on the amount that may be drawn
from the trust in any one month As federal asbestos reform legislation was not enacted into law on or before
January 3, 2007, the remammg $20 million of funds in the trust was disbursed to us without restriction.

We also reached an agreement effective July 27, 2005, to setile our claims for insurance Coverage for asbestos
and pollution related liabilities with respect to insurance policies issued by certain other non-Equitas excess
insurance carriers which pamCIpated in policies issued in the London Market. The settlement agreement generaily
provided for the payment of $25 million to us in exchange for the release by us of past, present and future claims
under those policies and the cancellation of those pOllClC% and agreemént by us to-indemnify the underwriters from
claims asserted under those policies.

i
1
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Note 18, Commitments and Cnntmgent Liabilitiés (contmued)

We believe that our reserve for.asbestos claims;. -and thé rece:vable for recoveries from insurance. carriers
- recorded in respect of these claims; reflect reasonable and probable estimates of these amounts, subject to the
exclusion of claims for which it is not:feasible to make reasonable estimates. The estimate of the assets and
liabilities. related to pending and-expected future asbestos claims and insurance recoveries is subject to numerous
un'certarirrties, including, but not limited to, changes in: - . . Lo

+ the litigation environment, ,

. = Federal and state law gbveming the compensation of asbestos claimants,

.. recoverablhty of recewables due to polenual insolvency of carriers,

‘ -{ our approach to defendmg and resolving clalms and ' - - '_ .

* the level of payments made to cldlmams from other sources, including other defendams

. .

As‘a result with respect to both asserted and unassened clalms At is. rcasonably posqrble that we may incur a

., matenal amount of cost in excess of the current reserve, however such amount cannot-be reasonably estimated.
Coverage under insurance policies is :sub]ect to varying charactenslrcs of asbestos. Clalms mc]udmg, but not limited -
to, the type of cluim (premlse vs. product exposure), a]leged dale of first exposure lo our products or premises and
dlsease alleged. Depending upon the nature of these chdractensncq as wel] as.the resoluuon of certain legal i issues,

' some portion of the insurance may not be accessrble by us. T o T

e LT

: Heatway (Entran II}. On June 4, 2004, we entered into an amended setilement agreement that was intended 1o
address the claims arising out of a number of Federat, slale and Canadian actions filed dgainst us mvo]vmg arubber,
hose product Entran [1. We supplied Entran II from 1989 to 1993 to Chiles Power Supply, Inc (d/b/a Heatway
_-Systems), a designer and seller of hydromc radiant heating' systems in the United States. Heatmg systems using
Entran I are typically attached or embedded in either indoor flooring or outdoor pavement, and use. Entran Il hose .
"as a conduit to circulate warm fluid as a source of heat, We had recorded liabilities related to Enlran I clalmsu
lotalmg 3217 mllhon and $248 million at December 31, 2006 and 2005, respecuvely '

vt

. On October 19 12004, the amended seltlement recelved court approvul As aresult, we made cash contributions

. to a-settlement fund of $1 15 million through 2006 and will make additional contributions of $15 million and

$20 million in 2007 and 2008, respecnvely. ln.addltlon to-these annual payments, we contributed approximately

$174 million received from insurance contributions to the settlement fund pursuant to the terms of the settlement
agreement. We do not expect to receive any addiiional msurance reimburseme'ms-for.Emrarr Il related matters.

On February 9, 2007, in.the one action pendmg agdmst us a jury awarded a phunuff cla[manl damage% of
approxrmately $4.3 million, of which 50% was allocated to’ us. We also prevnously have received adverse Judgments
in a number of other actions. In addition, apprommate]y 32 sites remain opted-out.of the amended settlement.

. Although any liability resultmg from the opt-outs will not be covered by the amended settlement we will be entitled T

. to assert a proxy claim against the qell]emenl fund for the- pdymenl such claimant wduld have been entitled to under
the amended settlement. We are also entitled to a proxy clalm for any habrlny resulting from the pending claim and
certain of the actions in which we have received an ddverse ]udgmem {(which may be less than a claimant recewes in

"% an award of damages) :

The ult:mute cost of disposing of Entran I claims is clependenl upon a number of fa(,tors, mcludmg our ability

to resolve claims not subject to the amended settlement (including the cases in which we have received adverse = - .

Judgments) the extent to which the lmbrhty, if any, associated with such a claim may, be offset by our ability to assert
a proxy claim against the settlement fund and whether or not claimants opting-oit of the dmendment Gettlemenl
pursue clalms agamst us in the future :

5 - o

. Other Actlons We are currently a party to various clalms and legal proceedings-in addition (6 those noted above.

"‘_L"rlf managemem ‘believes that a loss arising from these matters is-probable and can reasonably be-estimated, we

record the amount of the loss, or the minimum estimated liability when the loss i is estimated using a range, and no-
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Note 18. Commitments and Contingent Liabilities (continued) )

point within the range is more probable than another. As additional information becomes available, any potential
liability related to these matters is assessed and the estimates are revised, if necessary. Based on currently available
information, management believes that the ultimate outcome of these matters, individually and in the aggregate,
will not have a material adverse effect on our financial position or overall trends in results of operations. However,
litigation is subject to inherent uncertaintics, and unfavorable rulings could occur, An unfavorable ruling could
include monetary darna'ges or an injunction prohibiting us from selling one or more products. If an unfavorable
ruling were to occur, there exists the possibility of a material adverse impact on the financial posmon and results of
operations of the penod in which the ruling occurs, or future periods.

Tax Matters

The calculation of our tax liabilities involves dealing with uncertainties in the appllcatlon of complex tax
regulations. We recogmze liabilities for anticipated tax audit issues based on our estimate of whether, and the
extent to which, additional taxes will be due. If we ultimately determine that payment of these amounts is
unnecessary, we reverse the liability and recognize a tax benefit during the period in which we determine that the
liability is no longer necessary. We also recognize tax benefits to the extent that it is probable that our positions will
be sustained when chailenged by the taxing authorities. To the exlent we prevail in matters for which liabilities have
been established, or are réquired to pay amounts in excess of our liabilities, our effective tax rate in a given period
could be materially affected. An unfavorable tax settlement would require use of our cash and result in an increase
‘in our effective tax rate ini the year of resolution. A favorable tax settlement would be recognized as a reduction in
our effective tax rate in the year of resolution. Effective Januvary 1, 2007, we will be required to recognize tax
benefits in accordance with the provision of FIN No. 48. For additional information regarding FIN 48 refer to
“Recently Issued Accounting Standards” in Note 1.

Union Matters

On December 28, 2006, members of the United Steelworkers (“USW™) ratified the terms of a new master labor
agreement ending a strike by the USW that began on October 5, 2006. The new agreement covers approximately
12,200 workers at 12 tire and Engineered Products plants in the United States. In connection with the master labor
agreement, we also entered into a memorandum of understanding with the USW regarding the establishment of an
independent Voluntary Employees’ Beneficiary Association (“VEBA™) intended to provide healthcare benefits for
current and future USW retirees. The establishment of the VEBA is conditioned upon U.S. District Court approval
of a settlement of a declaratory judgment action to be filed by the USW pursuant to the memorandum of
understanding. We have committed to contribute to the VEBA $1 billion, which will consist of at least $700 million
in cash and an additional $300 million in cash or shares of our common stock at our option. We plan to make our
contributions to the VEBA foilowmg the District Court’s approval of the settlement. In the event that the VEBA is
not approved by the District Court (or if the approval of the District Court is subsequently reversed), the master Jabor
agreement may be terminated by either us or the USW, and negotiations may be reopened on the entirety of the
master labor agreement. In addition, if we do not receive the necessary regulatory approvals for the contribution of
our common stock to the VEBA we have the right to terminate the master labor agreement and reopen negotiations.

Guarantees L )

We are a party to various agreements under which we have undertaken obligations resulting from the issuance of
certain guarantees. Guarantees have been issued on behalf of certain of our affiliates and customers. Normally there
is no separate premium received by us as consideration for the issuance of guarantees. Our performance under these
guarantees would normally be triggered by the occurrence of one or more events as provided in the specific
agreements. Collateral and recourse provisions available to us under these agreements were not significant.

1
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Note 18. Commitments and Contingent Liabilities (continued)

Subsidiary Guarantees

Certaln of our subsidiaries guarantee certain debt obligations of Tire and Wheel Assembly (“T&WA”) We
guarantee an industrial revenue bond obllganon of T& WA in the amoum of $4 million at December 31, 2006 and
$5 million at December 31, 2005. The guarantee is unsecured. At December 31, 2005 Goodyear, Goodyedr
Australia Limited, a wholly-owned subsidiary of Goodyear, and certain subsui:anes of Goodyear Austraha lelted
guaran[ced SPT obligations under.credit facilities in the amount of $108 mllhon which expire at vanous nmes
through 2007. The maximum potentul amount of payments totaled $42 million, The guarantees are unsecured Thc
SPT credit facilities are secured by certain subsidiaries of SPT. As of December 31, 2005, the carrymg amount of
the secured assets of these certain subsidiaries’ was $199 million, consisting primarily of accounts:recelvable,
inventory and fixed assets. in January 2006, we acquired the remaining 50% ownership interest in. our SPT joint
venture. : SN

Other Financing

We will from time to time issue guarantees to financial institutions on behalf of certain of our unconso]lddted
affiliates or our customers. We generally do not require collateral in connection with the issuance of these
guarantees. In the event of non-payment by an affiliate, we are obligated to make payment to the ﬁnancnal
institution, and will typically have recourse to the assets of thar affiliate or customer. At December 31 2006 we had
affiliate and customer guarantees outstanding under which the maximum potential amount of paymentsrtotaled
$16 miilion. The affiliate and customer guarantees expire at various times through 2008 and 2019, respectively, We
are unable to estimate the extent to which our affiliates’ or customers’ assets, in the aggregate, would be adequate 10
recover the maximum amount of potential payments with that affiliate or customer. .o

Indemnifications

At December 31, 2000, we were a party to various agreements under which we had assumed.obligations to
indemnify the counterparties from certain potential claims and losses. These agreements typically involve standard
commercial activities undertaken by us in the normal course of business; the sale of assets by us; the formation of
joint venture businesses to which we had contributed assets in exchange for ownership interests; and other financial
transactions. Indemnifications provided by us pursuant to these agréements relate to various matters including,
among other things, environmental, tax and shareholder matters; intellectual property rights: governmem regu-
lations and employment-related matters; and dealer, supplier and other commercial matters.

Certain indemnifications expire from time to time, and certain other indemnifications are not subject to an
expiration date. In addition, our potential liability under certain indemnifications is subject to maximum caps, while
other. indemnifications are not subject to caps. Although we have been subject to indemnification claims in the past,
we cannot reasonably estimate the number, type and size of indemnification claims that may arise in'the future. Due
to these and other uncertainties associated with the indemnifications, our maximum exposure to loss under these
agreements cannot be estimated.

. . . +t
We have determined that there are no guarantees other than liabilities for which amounts are already recorded
or reserved in our consolidated financial statements under which it is probable that we have incurred 2 liability.

Note 19. Change in Estimate

Effective April 1, 2006, we .increased the estimated useful lives of our tire mold equipment for depreciation
purposes. The change was due primarily to improved practices related to mold maintenance and handling in our tire
manufacturing facilities and the completion of a review, in the second quarter of 2006, of current and forecasted
product lives. The change resulted in a benefit to pretax income in 2006 of $28 million ($23 million after-tax or
$0.13 per share). Prior periods have not been adjusted for this change.
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THE GOODYEAR TIRE & RUBBER‘COMPANY-AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

AR B N L (N T

.t~ . Condensed Consolidating' Statement of Cash Flows

i R TS T s T T T\velve Months Ended December 31, 2006
[ fmﬂ . . * 'Consolidating
y W R W05 itk Parent T ' Guarantor - Non Guarantor . Entries and
(Rittiens) =i f_f SR b e Company Subsldlariw <+ _Subsidiaries Eliminations  Consolidated
Cash. Flows From' Operatmg e Y il - 6-‘ . oylg @ e ©
éActmtles XA - T R R
Total. Cash Flows From M CtTaair R
..o~ Operating;Activities - -. g $ 297 $21 $ 773 $(531) .$ 560
Cash Flows From Investing v . i
sAC"““eS' (ML ‘ ' © > o C e
tCapltal expendltures TR (260) (18) . (387) . (§) G 'i-(6-7l))
Asset dlsposmons: e 49 1 111 34 . - 127,1
JAsset acqulsmons el e 70 — (5) 35 - (41)
Capltal comnbutlons ......... L. &) (13) - , 18 Rt
DCCI'CdSC in réstricted’ cash ........ 26 — 1 — . 27
-Other transactions FE I VPR AN 26; — — — b 226
““Total Cash Flowﬁg'ﬁrom Investing v f : e R
=~ _ Altivities. .+ . (235) (30) - (280): 13 (532)
Cash Flows From Fmancmg e p ) R V)
“Activities: = ¥
Short term debt and overdrafts .
incurred . .. ..., . ... ... — 4 75 — 79
Short term debt and overdrafts paid. . (67) - 37 - " (104)
Long term debt incurred . . ... ... .. 1970 — 275 — 2,245
Long term debt"pald ............. (402) — (99) - (501)
Common stock iSsued .. . .. A, 12 — — — 12
Capltal comrlbuuons_ ............. — 15 3 (18) —_
Dividendspaid .. ............... — (8) (597) 536 (69)
Debt issuance costs... . ... ........ (15) —_ — e (15)
TotaliCash Flows'From ‘
- Financing Activities 1,498 11 (380) 518 1,647
Effect of Exchange’ Rdtc]Changes on
Cash and Cash Equwailents e — — 62 — 62
Net Change i m "Cash and Cash
Equivalents., . e 1,560 2 175 — 1,737
Cash-and Cash Equivalents at .
Begmmng of the Year1 SEIETRRREE " 1,066 35 1,061 = _2,162
Cash and Cash Equwalents at End of
the Year NEL $2,626 537 $1,236 § — $3,899

Lo
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THE GOODYEAR TIRE & RUBBER COMPANY 'AND SUBSIDIARIES

" NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Contmued)

{In mi.i}io-ns)'
Cash Flows From Operating
.Activities:

Total Cash Flows‘ From
Operating“Activities

" Cash Flows From Investing

« Activities:

Capital expenditures .. ...........
Asset dispositions . ... ...........
-Asset acquisitions
Capital contributions. . ...........

., Capital redemptions

4 ‘Decrease (increase) in restncted
3 cash

Total Cash Flows From Investmg
Activities .

Cash Flows From Financing
‘Activities;
Short term debt and overdrafts

* incurred
Short term debt and overdraftspaia'. .
Long. term -debt incurred
Long term debt paid

Capital contributions. . ... ........
Capital redemptions
+ Dividends paid

By

chl issuance costs. . ..., .. e

Total Cash Flows From ~ -~
- *Fmancmg Actl\ﬂtles

W
-

_.‘Effect of Exchange Rate Changes on

Cash and Cash Equwa}ents

" Net Change in- Cash and Cash

Equivalents .‘ A
Cash-and Cash Equwalents at. |

Beginning of the Year-. .......". ... ."‘

Cash and Cash Eqmvalents at End of *
the Year .

‘Condensed Consolldatmg Statement of Cash Flows

-

'I\rvel\'e Monlhs Ended December 31 2005

-
o

. - * Consolidating
Parent . .. -Guarantor . Non-Gunrantor Entries and " L -
Company + Subsidiaries - ~ Subsidiaﬁes Elimmal_lons . Consclidated
] ) ’ s --":h l. ) o
by . »o -‘- -
$ 191 $ 46 $1,028 $(379) . 886
’ R P
(249) (i6) (362) %) (634 .
248 1 14 (6 -L #2570
— - (8 w6 D)
(1) — (202) 213, A
59 — 93 PR 57 B AR
) . : " ! "inf—a L ’
(82) — .. .2 — T %(80)
5 (1) 14 i, 18
- (30) (16) . (449) 54 (441) '
9 7 26 L= M la
— — LD -
1,921 .. — 368 — 89 .
(1,969) m "L @0 — (2,390) -
- o SR S ;
- — ;201 _': B (207) —
— (51) 97 148 -
— — __(436) . 384 (52) ..
(67) — — =, g 67 (67)
(99 (45) L (3597 325, R (178)
— — -_(60) = (80
62 (15) 160, — 207
) s 4«* ‘ N
1004 50 ‘ 901 '_ — 1.955. |
51066 ' $35 - , $L061 T §i—, $ 2,16
% ... o \ - ’ !
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97 -+ o . " R e, i

.-

‘_f‘




' Yy B !
# B
_ | .

. !
D )
»T[-:II:J GOODYEAR TIRE & RUBBER COMPANY AND SUBSIDIARIES R
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
o . o i :° Condensed Consolidating Statement of Cash Flows
| . . b . Twelve Months Ended December 31, 2004
- b : - i .+ Consolidating
i - L3 Parent © Guarantor Non-Guarantor Entries and _ |
- (In millions) —T . Company Subsidiaries . Subsidiaries Eliminations Consolidated
Cash Flows From Operatmg ' ! _ ‘
Activities: 4 -
- Total Cash Flo‘vys From ' ' .
Operating A'ctivities. . . ... ... $ 210, $42 . $854 $(319) $ 787
Cash Flows From Investing -
Activities: : ' )
Capital expenditures . .. ... ... e (174) (12) (343 —_ ‘ (529)
Asset dlsposmons*. e . 106 1 14 : {102} ) 19
] Asset acquisitionss. . .. .. ... e ‘ (51 — (113)- 102 - (62) - )
- .Capital conmbuuo(n's ............. )] 3) ‘ 3D 43, —
" Capital redemptions ... .......... 6 — 116 (122) g—
Increase in restricted cashi......... (2D — : {10 — (13D)
" Othier transaclmns& L. e e 33 - — Y14 3 50 '
Total Cash Flows From Investmg . - ‘ ‘
Activities . : ! .............. 210) (14 1 (353) (76 (653)
7 Cash Flows From Fmancmg ' ) ' ’ ‘
- Activities: ; .
Short term debt and, overdrafts : ST : ,
incurred ... ... e 44 — 20 — 64
Short term debt and overdrafts paid . . —_ (3) : %96y — (99)
Long term debt 1ncurred ........ . 1,671 — fo.228° L © 1,899
‘Long term debt pal‘d o e (1,247) — (302) _— (1,549)
Common stock issied. .. ......... - 2 — , — : —_ - 2
Capital contributions. .. . .. e - — : 35 (35) =
Capital redemptions . ... .5 1. ... — = k) 117 S—
Dividends paid . . ... ... ..., — — b (342) 313 (29)
Debt issuance cbsts:'. e : gn = _—. — — D (5D
_.Total Cash Flows From . ) , -
Fmancmg Actlvltles e 419 ()] o (574) 395 AT
Effect of Exchange Rite Changes on ' ' . ' o
. _ Cash and Cash Equwalcnts ....... - —_ —_ 38 — . 38
) Net Change in Cash and Cash - ) _ . : '
Equivalents . . . . . b 419 25 .35 - — .+ 409
Cash and Cash Equnvalmts at ' ' e
Beginning of the Year ........ il 585 25 936 = 1,546
Cash and Cash Fqulvalents at End of . ¥ :
the Year.. ... S $ 1,004 $50 :+ § 901 $ — $ 1,955
) . g - : - e = :
¢
T . i'l:
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of the Company is respons1ble for establlshmg and maintaining adequate internal conirol over
ﬁna.ncml reporting as such term is defined under Rule i3a-15(f) promulgated under the Securities Exchange Act,
1934 as amended

L Internal control-over ﬁnanmal repomng isa process designed to provide reasonable assurance regarding the
X rehablllty of financial reportmg and the preparauon of the Company’s consolidated financial statements for external
.. purposes, in accordance: wrth generally accepted accounting prmmples ‘

R lntemal control over ﬁnancnal reporting includes those pollc:les and procedures that (i) pertain to the
' naintenance of records that, in reasonable; detail, accurately and fairly reflect the transacuons and dispositions
of the assets of the Company; (ii). provide reasonable assurance that transactions are recorded as necessary to permit .
the preparation of the consolidated. financial statements in accordance with generally accepted accounting

] principles, and that receipts and expenditures of the Company are being made only'in accordance with appropriate
.+ "authorizations of management and directors of the Company; and (iii) provide reasonable -assurance regarclmg

prevention or nmely detecuon of unauthorized acqulsluon use or disposition of the Company’s assets that could

have a material effect on the consolidated financial slatements

. Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatenients, ‘Also;.projections of any evaluation of efféctiveness to future periods are subject to-the risk that
controls may become inadequate because’ of changes in condmons or that the degree of compliance with the
p011c1es or procedures may detenorate e

‘

Managemem conducted an assessment of the Company s internal control over ﬁnanc;lal reporting as of
December 31, 2006 using the framework spec:ﬁed’m Internal Comrol —- Integrated Framework, published by the
Commlttee of Sponsoring Organizations of the Treadway COmmlSSlOﬂ Based on such assessment, management
has concluded that the Company s mternal control over firancial reportmg was effective as of Deeember 31, 2006.

_ Management’s assessment of zhe effecuveness of the Company's internal control over financial reporting as of
December 31, 2006 has been audited by PncewaterhouseCoopers LLP, an independent registered public accounting
ﬁrm as stated in their report which is presented in this Annual. Report.




' 1

Report of Independent Registered Public Accounting Firm Lo "o

| s '

To The Board of Directors and Shareholders
of The Goodyear Tir'eI & Rubber Company
?
We have comple[ed integrated audits of The Goodyear Tire & Rubber Company’s. consohdated financial

statements and of lts]mternal control over financial reporting as of December 31, 2006, in accordance with the '

standards of the Public Company Accounting Oversight Board (United States) Our opinions, based on our audits,
are presented below. ! ‘ )

| [ , T
Consolidated fi nanclal statements :

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements ‘of
operations, shareholdcrs equity (deficit) and cash flows present fairly, in all material respects, the financial position
of The Goodyear T1re & Rubber Company and its subsidiaries at December 31, 2006 and 2003, and the results of
their operations and thelr cash flows for each of the three years in the period ended December 31, 2006 in
conformity with accou.lmung principles generally accepted in the Umled States of America. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an oplmon on
these financial statements based on our audits. We conducted our audits of these statements in accordance with the
standards of the Public: Company Accounting Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit of financial statements includes examining, on a test basis, evidence supporting the amounts

and disclosures in the ﬁnanc1al statements, assessing the accounting principles used and significant estimates made -

by management, and evaluatmg the overall financial statement presematlon We believe that our audlts provide a

reasonable basis for our opinion. - 'l
[l I

As discussed in the notes to the consolidated ﬁnan(:lal statements, the Company changed the manner in which

it accounts for deﬁned benefit pension and other postretirement plans as of December 31, 2006 (Note 13), share-

based compensation as of January 1, 2006 (Note 12), and asset retirement obligations as of December 31, 2005

(Note 1). t

Internal control over,financial reporting
[l

Also, in our oplmon management’s assessment, included in the accompanymg Management’s Report on
Internal Control over Fmanc1al Reporting, that the Company maintained effective internal control over financial
reporting as of December 31, 2006 based on criteria established in Internal Control - Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), is fairly stated, in all
material respects, based on those criteria. Furthermore, in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of December 31, 2006, based on criteria established in
Internal Control — lmegrared Framework issued by the COSO. The Company'’s management is responsible for
maintaining effective mtemal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reportmg Our responsibility is to express opinions on management’s assessment and on the
effectiveness of the Coropany s internal control over financial reporting based on our audit. We conducted our audit
of internal control over financial reporting in accordance with the standards of the Public Company Accounting
Oversight Board (Umted States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial repomng was maintained in all material respects.
An audit of internal control over financial reporting includes obtaining an understanding of internal control over
financial reporting, evaluaung management’s assessment, testing and evaluating the design and operating effec-
tiveness of internal control and performing such other procedures as we consider necessary in the circumstances.
We believe that our audlt provides a reasonable basis for our opinions.

A company’s 1ntemal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
‘includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reﬂect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transacuo‘ns are recorded as necessary to permit preparation of financial statements in accordance
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with generally accepted accountmg “principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) prov1de reasonable
assurance regarding prevention or timely detectlon of unauthonzed acqunsmon use, or dlsposmon of the company’s
 assets that could have a matenal eﬂ’ect on the ﬁnancml*stalemems .

. Because of its inherent llmltanons mtemal comrol over: ﬁnanc:1al reportmg may . not prevem “or -detect

- misstatements. Also, projections, of _any evaluatlon of effecuveness to future periods are: subject to the risk that

= controls may become madequate because of changes in condmons or that the degree of compllance with .the
p011c1es or procedures may deteriorate. . . N

?ﬂ CWMU—G«LCA@-QM Cuto

PncewatcrhouseCoopers LLp. . .
Cleveland Ohio | '
February 16 2007

N
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TH‘E GOODYEAR TIRE'& RUBBER' COMPANY AND SUBSIDIAR[ES
*1 ' Supplementary Data -~
‘ , ) (Unaudited) ;
! . I -

1 B -
_Quarterlly Data and ;Market Price Information .. - S
SR ' ‘ :

i . R i .Quar_ter . !7 v
(In millions, except per_, sh‘ure amounts) ’ o Firrit' - fSecend‘ Thlrd Fourth - Year
2006 1: : . : o
Net Sales. .. ..., . 1 e RRIP $ 485 $5142 $5284 §4976 $20.258
Gross Profit. . . ... A e 929 N 862 927 - 534 - - 3252
Net Income (Loss). 4i............. P $ 74 S 2. % (48) $ (358);'$ (330)
Net Income (Loss)i- Per Share — Basic ........ .. $ 042 % 001 3 (02D & (2. 02) $ @ 86)
Net lncome (Loss)i Per Share — Diluted(a) . . ... % 037 §$ 001 % (0.27)_ (2.02) ._$ (1.86).
Weighted Average Shares Outstanding — Basic . . .. . 177 171, FlTl . 178 ., . 177"
. — Diluted’. 207 77 177 .. 1718 77
* Price Range of Common Stock:* High........... . 51931 $1542 $1507 $21.35  $.21.35
; - Low ......onn. Lo {lo3s 975 1361 & 975
Selected Balance Sheet [tems at Quarter-End: ' : g r
Total Assets. . ...\ oo, $15692 °S15921 $15968  $17,029
Total Debt and Caprral leases ................ 5,258 - 15,307 5413 7,223
" Shareholders’ (Deficit) Equity .. ... .......... . 193 | 22 176 (158)

i 1 : i
(a) Due to the anti- clllutwe impact of potenually dilutive securities in periods which we recorded a net: loss the
" quarterly earnmgsT per share amounts do not add to the full year. '

* New York Stock l;:xchange — Composite Transactrons
t

Net.income per share —- diluted in the first quarter reflects the drlunve impact of the assumed conversion of our
$350 million. Convemble Senior Notes into shares of our Common Stock. The Notes were issued on July 2, 2004.
Net income per share ‘— - diluted in the first quarter of 2006 included a pro forma earnings adjustment representmg
avoided after-tax interest expense of $4 million. Weighted average shares outstanding — diluted included 29 mil-
lion shares in the first] lquarter of 2006, resulting from the assumed’ conversron Refer to Note 4.

The first quarter of|2006 included after-tax gains of $32 million related to favorable settlements with certain
raw material suppliers and after-tax rationalization charges including accelerated depreciation and asset wnle offs, -
of $32 million pnmanlyi refated to the closure of the Washington, United Kingdom facility. The first quaner also
included an after-tax pension plan curtailment gain of approximately $13 million and an after-tax’ gam of
$10 million resullmg fré:m the favorable resolution of a legal matter in.Latin American Tire. '

The second quarter, of 2006 included after-tax rationalization charges including accelerated depreciation and
asset wme offs of $63, rrullron primarily related to the closure of the Upper Hutt, New Zealand facﬂny

The third quarter ol: 2006 included after-tax rationalization charges, including accelerated deprec1at10n and
asset write offs of $133' million primarily related to the closure of the Tyler, Texas manufacturing facrhty and an

after- tax gain of $11 mr]llon as a result of favorable settlements with certam raw material suppllers
. | . i
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IR THE GOODYEAR TIRE & RUBBER COMPANY AND SUBSlDIAR]ES

Supplementary Data ‘
. (Unaudlted)

b

The fourth: quarter of 2006 mcluded after-tax rauonahzahon charges 1nclud1ng accelerated deprecrauon and

-r' T

e ;asset write offs, of $184 mitlion pnmanly related to the closure of Valleyfield, Tyler and Casablanca, Morocco
~'fac1hues The fourth Qquarter also included after-tax costs of $367 million related to the USW strike and net
. favorable tax adjustments of $153 million prlmanly related to the settlement of an uncertain tax position regarding a

reorgamzatron of certain legal entmes in 2001.

Co e

Quarter

(In millions, except per share amounts) First Second Third Fourth Year .-
. 2005 | B
oo NetSales. ... i $ 4767 $4992 5030 §$ 4934 $19,723
_ ,.wGross Profit. . ..o .ot e 919 1,018 993 906 3,836
5 flncome (Loss) before Curnulative Effect of - )
Accounting Change . ..........coveveenen... $ 68 $§ 69 $ 142 § 40y '3 239
Cumulative Effect of Accounting Change .......... - —_ —_ — (11) an
. Net Income (Loss). © . ... o.vieneininn.. L...08 68 $ 69 $ 142 0§ (51) $ 228
Net Income (Loss) Per Share — Basic
Income (Loss) before Cumulative Effect of
Accounting change .. . .. ................... $ 039 % 039 $ 081 $ (023) § 136
Cumulative Effect of Accounting Change ........ — - . = (0.06) {0.06)
Net Income (Loss) Per Share — Basic .......... $ 039 $ 039 $ 081 $ (029) $ 130
Net Income (Loss) Per Share — Diluted® ,
Income (Loss) béfore Cumulative Efféct of
Accounting Change .. .................... $ 035 $ 034 % 070 $ (023 $ 1.21
Cumulative Effect of Accounting Change . . . ... .. I —  {0.06)  (0.05)
Net Income (Loss) Per Share = Diluted .. ....... $§ 035 §$ 034 § 070 § (0.29) § 1.16
Ve
Werghted Average Shares Oulstandmg — Basic v... . 176 176- 176 176 176
- : — Diluted . 208 - 208 1209 176 209
Prlce Range of Common Stock:* High........ S ,$ 1608 3% 1546 $ 1859 $ 18.18 3 1859
* Low I R A 13.11 11.24 15.00 13.00 11.24
Selected Balance Sheet Items at Quarter—End ’ '
Total Assets. ... ... Sl e © $15.825 $15556 $15,787  $15,605
Total Debt and Capital Leases . Z‘. oo 5,648 5,491 5,437 5,407
‘-‘ “Shareholders’ Equny ......... e . . 43 44 1296 73

K
r; W

(a) Quarterly earmngs per share amounts do not add to the full year amounts due to the averagmg of shares.
* New York Stock Exchange — Composrte Transactions
Q
Net income per share—-d:luted reﬂects the dilutive impact of the assumed conversion of our $350 million
Convemb!e Semor Notes into shares of our Common Stock. The Notes were issued on July 2, 2004. Net income per

"share — dlluted i 2005 mcluded a pro forma earnings adjustment represénting avoided after—tax interest expense

of $4 million’in each of thé first, second, third quarters ; and $2 million in the fourth quartér. Weighted average shares
outstandmg — diluted included 29 million shares in eath of the first, second, third and fourth quarters, resulting
from the assumed conversron Refer to Note 4 .

. The: ﬁrsl quarter of 2005 mcluded net after tax gains of $11 million on the sale of assets and net after-tax
charges of $12 miltion related to general and product liability — discontinued products.

. - B (1
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The second quarter of 2005 included after-tax gains of $19 million related to an environmental insurance

settlement. The second quarter also included after-tax charges of $47 million related to the write-off of debt

issuance costs. ! .

4

The third quarter of 2005 included after-tax gains of $14 million related to the receipt of insurance proceeds
and $28 million from asset sales. The third quarter also included an after-tax charge of $10 million related to
temporary reductions 'in producuon resulting from the impact of hurricanes.

The fourth quarter 'of 2005 included after-tax gams of $12 million related to favorable settlements with certain
chemical suppliers and $29 million related to favorable tax adjustments. The fourth quarter of 2005 also included a
$21 million after-tax charge related to temporary.reductions in production resulting from the impact of hurricanes, a
$78 million after-tax 1oss on the sale of assets, and $11 million of expense related to the cumulative effect of
adopting FIN 47.° P _ |

COMPARISON WITH PRIOR YEARS. ' ; |
' Year Ended December 31,

(In millions, except per sha!ﬁe amounts) 2006 _2005 2004 " 2003 2002 .
Net Sales. ......... S $20258  $19,723  $18353, SI5,102  $13,828
(Loss) Income before Cumulative Effect of ' !

ACCOUNting Change: /. . . ... .ouevrennennen.. $.(330 § 239 0§ 115 . % (807) $(1,247)
Cumulative Effect of Accountmg Change.......... — {11) — —_ —
Net(Loss) Income. . 4. ... oot $ 3300 $ 228 % 115 $ (807) $(1,247)
Net (Loss) Income Per: Share — Basic

(Loss} Income before Cumulative Effect of :

. Accounting Change . ..................... $(186) $§ 136 .$ 065 $ (461) $ (747

Cumulative Effect 0{ ‘Accounting Change . ....... — (0.06) — — —

Net (Loss) Income Per Share — Basic .......... $ (186 $ 130 $ 065 $ (461) 3 (747

L . _
Net (Loss) Income Per*S'hare — Diluted
{Loss) Income before Cumulative Effect of : : :
Accounting Change . ..................... $ (18) $ 121 §$ 063 § (461) $ (747

Cumulative Effect of Accounting Change . . ... ... _— {0.05) — — —

Net (Loss) Income Per Share — Diluted . .. ... ... .3 (186 § 116 § 063 $ (4.61) $ (747
Dividends Per Share ..©....................... $ . — $ — $ — $.— $ 048
Total Assets. ....... e e 17,029 15,605 16,082 14,278 12,456
Long Term Debt and Capital Leases due Within One o .

B (= : 405 448 1,010 - o114 370
Long Term Debt and Cilpital Leases. .. ........... 6,563 4,742 4,443 4,826 2,990
Shareholders’ (Deficit) Equity .. ................ (758) .13 74 33 221

- [
(1) Refer to “Principles of Consolidation” and “Recently Issued Accounting Standards” in the Note to the
Consolidated Fmancral Statements No. I, Accounting Policiés. :

{2) Net income in 2006 included net after-tax charges of $804 million, or T $4.54 per share — diluted, due to the
impact of the USW stnke rationalization charges, accelerated depreciation and asset write offs, and genera] and
product liability — dlscontmued products. Net income in 2006 included uet aftér-tax benefits of $283 million,
or $1.60 per share — diluted, from certain tax adjustments, settlements with raw materlal Suppllers asset sales
and increased estimated useful lives of our tire mold equipment. !

(3) Net Income in 2005 included net after-tax charges of $68 million, or $0.33 per share-diluted, due to reductions
in production resultmg from the impact of hurricanes, fire loss recovery, favorable settlements with certain
chemical suppliers, rat1onallzat10ns receipt of insurance proceeds for an environmental insurance seitlement,
general and product Imbllny -discontinued products, asset sales, write-off of debt fees, the cumulative effect of
adopting FIN 47, and'the impact of certain tax adjustments.
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(4) Net sales in 2004 increased $1 billion resulting from the consolidation of two businesses in accordance with
FIN 46R, Net [ncorne in 2004 1ncluded net after-tax charges of $154 million, or $0.80 per share diluted, for
ratlonahzatlons ind related adcélerated deprecrauon general and produet liability- dtscontmued products
msurance ﬁre loss deductlbles external professnonal fees assoc1ated with an accounting mvesngauon and asset
sales Neét income in 2004 ‘also included et after-tax beneﬁts of $239 million, or $1.24 per share-diluted, from_

an enwronmental insurance settlement net favorable tax adJustments and a favorable lawsurt settlemem '

(5) Net Loss in 2003 meluded net after-tax charges of $516 mlll1on or $2 93 per share- dlluted for ranonahzat:ons
general and product liability-discontinued products, accelerated depreelanon and asset write- offs net favorable
- tax adjustments, and an unfavorable settlement-of 4 lawsult In addition; we recorded account reconciliation
adjustments related to Engmeered Products n the restatemcuts totalmg $19 millior or $0 11 per share in 2003.

(6) Net Loss in 2002 included net after—tax charges of $24 mllhon or $0.14 per share- dnluted for generdl and
product liability — discontinued products, asset sales, rationalizations, and the write-off of a miscellaneous
_investment. Net_loss in 2002 also included a non-cash charge of $1.2 billion, or $7 31, per share- dlluted to_
estabhsh a valuation allowance agamst net federal and state 'deferred tax assets. - S .

The pnncrpal products of the Tire Segments are new tires for most apphcatmns Approx1mate]y 84.2% of our Tlre
Segment s sales in 2006 were for new tires, compared to 85. 3% in 2005 and 84.5% in 2004. The percentages of each
Tire Segment s sales attributable to new tires during the penods indicated were

o

. . . . - Year‘Ended December 31, ’
Sales of New Tires By - ' 2006 2005 2004
*North American Tire ... .. .....o.ooooorn... P R ST 87:4% "-'8.7.8% 87.9%
European Union Tire ................... [P . ce e 89.7 895 87.4
Eastern Europe Tire ... ........ e AU 1953 950 946
Latin American Tire. . . .......:....... SRR S e 916 922 925

Asia Pacific Tire ....................... [T 81.0 80.7 82.2
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! ' PERFORMANCE GRAPI.i S

The graph below COmpares the cumulative total shareholder returns of Goodyear Common Stock, the Standard
& Poor’s 500 Composnte Stock Index (the “S&P 500”) and the Dow Jones Auto Parts Index (the “Dow Auto Parts”). - '
at each December 31) during the period beginning December 31, 2001 and ending December 31, 2006, The graph
assumes the i mvestment of $100 on December 31, 2001 in Goodyear Common Stock, in the S&P 500 and in the Dow -
Auto Parts. Total shan,holdcr return was calculated on the basis that i m each case all dividends were reinvested. .

] TCOMPARISON OF 5 YEAR CUMULATIVE. TOTAL RETURN*
] ‘. ' Among Goodyear Tire & Rubber Company, The S & P 500 Index

. f " And The Dow Jones US Auto Parts Index
: [
200 N - . -
D -+ GOODYEAH COMMON STOCK o I | ' o
o 175 | =~ ssPsoo ' _ : _
L = DOW JONES US AUTO PAFITS i ‘ S
L 150 o - ' — —
l O ;
A 125 ‘, —
R e ' / W
75 = \ : : /b/“ o
t .
50 ' — _ :
25 S : — : - :
0 i 1 ‘ ] [ . ] 1
[ - .
DECEMBER 31, 2001 12002 2003 2004 2005 2006
i ‘ .
! !
Decémber 31, 2001 2002 2003 2004 200§ 2006
GOODYEAR COMMON STOCK 100.00° [ 29.64 3421 63.80 75.64 | . 91.35
S&P 500 ! 100.00 | 77.90 100.24 | 115.15 | 116.61 | 135.03
DOW AUTO PARTS | 100.00 | 90.17 | 128.23 | 135.26 | 113.98 | 122.06
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RECTDRS AN

Y.

BOARD OF OIRECTORS

James C. Boland
Vice Chairman .

" Cavaliers Operating Company, LLC
Elected 2002 1,4

John G. Breen
Retired Chairman of the Board
The Sherwm-WnIharns Company
© Elected 1992 1,2

- Gary D.Forsee
Chairman of the Board,
Chief Executive Officer & President — ™ ™
Sprint Nextel Corporation )

. FElected 200212

William J. Hudson Jr,

" = Retired Vice Chairman
" AMP Incorporated
Elected 1995 2:,4

‘Robert J. Keegan
Chairman of the Board,
, Chief Executive Officer & President !
" The Goodyear Tire & Rubber Company
Elected 2000

Steven A. Minter

Retired Exeécutive Director & President - 3

The Cleveland Foundation
Elected 1985 3,5

Denise M. Morrison
President-Campbell USA
Campbell Soup Company
Flected 20052, 5

Rodney O'Neal

_ Chief Executive Officer & President -
Delphi Corporation
Elected 2004 4,5

Shirley D. Peterson
Retired Partner
Law firm of Steptoe & Johnson LLP
“Elected 2004 1,5

- G. Craig Sullivan
Retired Chairman & Chief Executwe Officer
The Clorox Company
Elected 2006 2, 3

Thomas H. Weidemeyer
Retired Senior Vice President
" & Chief Operating Officer
United Parcel Service, -
and President, UPS Airlines
Elected 20043,4

Michael R.Wessel
President
The Wessel Group Incorporated
-* Elected 2005 3

. 1 Audit Committee
2 Compensation Commiltee
3 Committee on Corporate Responsitility and Compliance
4 Finance Commiltee
5 Governance Commiftee
Y Also a director

ICERS

_CIZIFIPIJRFITE IJFFICERS
" Robert J. Keegan, 59%

Cha:(man of the Board, .
Chief Executive Officer & President
Six years of service, officer since 2000

Joseph M. Gingo, 62
[Executive Vice President, Quality Systems &
Chief Technical Officer
40 years of service, officer since 1996

Richard J. Kramer, 43 . R
Executive Vice President e
& Chief Financial Officer .
Seven years of service, officer since 2000

- B

SE_NIDR VICE PRESIDENTS

Christopher W. Clark, 55
‘Senior Vice President,
Global Sourcing .
34 years of service, off‘ icer since 2000

KathleenT. Geler, 50
Senior Vice President, Human Resources
28 years of service, officer since 2002

C.Thomas Harvie, 63
Senior Vice President,
General Counsel & Secretary
11 years of service, officer since 1995

Chades L. Sinclair, 55 "
Senior Vice President,
Global Communications
22 years of service, officer since 2003

Darren R. Walls, 41 B
Senlor Vice President, N
Business Development & Treasurer
Four years of service, officer since 2002

VICE PRESIDENTS

Thomas A.Connell, 58 .
Vice President & Controller , . .
Three years of service, officer since 2003

Williarm M. Hopkins, 62 - -
Vice President, Technology & Strategic Initiatives
‘39 years of service, officer sincé 1998

Isabel H. Jasinowslu, 58
Vice President, Government Relatlons
24 years of service, officer since 2001

Gary A, Miller, 60
Vice President & Chief
.Procurement Officer
32 years of service, officer since 1992

.

Damon Audia,36 - + e
Assistant Treasurer, Capltal Markets
Two years of service, officer since ZOQS ’

Bertram Bell, 55
Assistant Secretary &
Associate General Counsel ,
24 years of service, officer since 2000
- - 1

i

- Anthony E. Miller, 56 ./

Assistant Secretary &
Associate General Counsel
21 years of service, officer since 2000

BUSINESS UNIT IJFFICEHS

Pierre E. Cohade, 45,
President, Asia Pacific Region
Two years of service, officer since 2004

Ar‘thur de Bok, 44
Presudent,Europ_ean Union Business -
Five years of service, officer since 2005

Eduardo A.Fortunato, 53
Prestdent, Latin America Region
32 years of service, officer since 2003

Jarro F. Kaplan, 59
President, Eastern Europe,
Middle East & Africa Business
37 years of service, officer since 2001 °

Lawrence D. Mason, 46 -
President, Consumer Tires
North American Tire
Three years of service, officer since 2003

Jonathan D. Rich, 51
President, North American Tire'
Six years of service, officer since 2001

Timothy R, Toppen, 51
_President, Engineered Products
28 years of service, officer since 2000

. - GoODYEAR 2006 1(]7




NORTH RMERICR :

United States N

Akron, Ohio
World headquarters, North American Tire head-
quarters, Engineered Products heac!quarters, tech-
nical centes, racing tires, chemicals, tire proving
grounds, global purchasing, alrship operations,
research and developrnent facilities.
Asheboro, North Carolina Steef tire cord
Bayport, Texas Chemicals
Beaurnont, Texas Synthetic rubber
Carson, California Airship operations "
Danwille, Virginia Tires
Fayetteville, North Carolina Tires
Gadsden, Alabama Tires
Green, Ohio Technical center
Hannibal, Missouri Hose products
Houston, Texas Synthetic rubber
Huntsville, Atabama Tire proving grounds
Kingman, Arizona Aero retread facility
Lawton, Oklahoma Tires \
Lincoln, Nebraska Fower transmission belts,
hose products ;
Marysville, Ohio Conveyor belts “ i
1
1

[,

Mount Pleasant, lowa Hose products
Niagara Falls, New York Chemicals |
" Notfolk, Nebraska Hose products !

Pompano Beach, Florida Airship opera'ripns

Radford, Virginia Retread materials | '

St. Marys, Ohio Molded rubber products,
military track, rubber track

San Angelo, Texas Tire proving grounds

Social Circle, Georgia Tread rubber |

Spartanburg, South Carolina Tread rulzb:er

Spring Hope, North Carolina Conveyor belts

Statesville, North Carolina Tire mofds

Stockbridge, Georgia Aero retread facility

Sun Prairie, Wisconsin Hose products ‘

Tonawanda, New York Tires

Topeka, Kansas Tires

Tyler, Texas Tires ]

Union City, Tennessee Tires '

West Amherst, New York Goodyear Dun.'op Tires
North America headquarters !

1
Canada .
Bowmanville, Ontario Conveyor beits
Collingwood, Ontario Hose products

Granhy, Quebec Hose products }
Medicine Hat, Alberta Tires !
Napanee, Ontario Tires l

North Bay, Ontarie OTR retread facility -

Owen Sound, Ontario Power transmission belts
Queber City, Quebec Molded rubberpréyducrs
Valleyfield, Quebec Tires )

Mexico i
Chihuahua Molded rubber products, ¢
power transmission belts f
Delicias Hose products |
San Luis Potosi Air springs, hose products .

1
1
1
i

*.

1ua GOODYEAR 2006

EUROPE

Belgium o ;

Brussels Goodyear Dunlop Tires Europe headquar-
ters; European Union Tire headquarters; Eastelm
Europe, Middle Eost & Africa Tire headguarters

Czech Republic '
Ostrava Industrial hose

France

Amiens Tires

Mireval Tire proving grounds
Montlucon Tires, air springs '

Germany |
Furstenwalde Tires
Fulda Tires

Hanau Tires
Philippsburg Tires
Riesa Tires -
Wittlich Tires, tire proving grounds |

Luxembourg
Colmar-Berg Tires, technical center, nre proving
grounds, tire molds, steel tire cord i

Netherlands
Tilburg Aero retread facility

Poland
Debica Tires, tubes

Slovenia .
Kranj Tires, air springs, power transmission belts,
hose products

Turkey .
Adapazari Tires
Izmit Tires

United Kingdom
Birmingham Tires P
Wolverhampton Mixing center

LATIN AMERICA . :

Brazil

Americana Tires, tire proving grounds, textiles, f.'ms

Barueri Power transmission beits :

Osasco Hose products . . 1,

Santa Barbara Retread matersials :

Santa de Parnaiba Hose products

Sao Paulo Latin America Tire headquarters, tires, con-
veyor belts, aero retread facility .

Sertaczinho Air springs |

Chile
Santiago Tires, conveyor belts, hose products

Colombia
Cali Tires 1

Peru
Lima Tires ,

Venezuela
Tinaquille Hose products, V-belts
Valencia Tires

AFRICA

South Africa ) .
Uitenhage Tires, conveyor belts, power
transmission belts

United Arab Emirates
Dubai Regional tire sales and distribution

ASIA

China

Dalian Tires

Qingdao Hose products )
Shanghai Asia/Pacific Tire headgquarters

India
Aurangabad Tires
Ballabgarh Tires

Indonesia

Bogor Tires

Japan

Tatsuno Tires

Malaysia

Kuala Lumpur Tires

Philippines

Las Pinas Tires

Singapore

Singapore Natural rubber purchasing

Taiwan
Taipei Tires

Thailand
Bangkaok Tires, Aero retread facmry

RAUSTRALIA

Bayswater Conveyor belts
Melbourne Aero retread facility
Somerton Tires
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CORPORATE OFFICES

The Goodyear Tire & Rubber Company
1144 East Market Street

Akron, Chio 44316-0001

(330) 796-2121

www.goodyearcom

GOODYEAR COMMON S5TOCK
The principal market for Goodyear common stock is the New York
Stock Exchange {symbol GT).

On February 16, 2007, there were 24,162 shareholders of record of
Goodyear common stock. The ciosing price of Goodyear common
stock on the NYSE composite transactions tape on February 16, 2007,
was $25.18. Goodyear's primary credit facilities limit the amount of
cash dividends it may pay to $10 million or less in any fiscal year. This
lirmit increases to $50 million in any fiscal year in which Moody’s sen-
ior (implied) rating and Standard & Poor’s (5&P) corporate rating
improve to Ba2 or better and BB or better, respectively. Goodyear has
not declared any cash dividends in the four most recent fiscal years.

ANNUAL MEETING
9 a.m., Tuesday, April 10, 2007, at the Corporate Offices.

SHAREHOLDER INQUIRIES
Transfer Agent and Registrar:
Computershare Trust Company, N.A.
P.O. Box 43069

Providence, Rl 02940-3069

(800) 317-4445
www.computershare.com

Inquiries concerning the issuance or transfer of stock certificates or
share account information should be directed to Computershare.
Provide Social Security number, account number and Goodyear’s ID
nurnber, 5721-GTR.

Hearing-impaired shareholders can communicate directly with
Computershare via a TDD by calling {800) 952-9245. Other share-
holder inquiries should be directed to:

Investor Relations, Dept. 635

The Goodyear Tire & Rubber Company

1144 East Market Street

Akron, Chio 44316-0001

(330) 796-3751

E-mail: goodyear.investor.relations@goodyear.com

HMATIO

FORM 10-K AND OTHER REPORTS

Paper copies of the Company’s Annual Report on Form 10-K are
available upon request. Quarterly reports on Form 10-Q are also
available on request, Copies of any of the above or the Company’s
Proxy Statement may be obtained without charge by writing:
Investor Relations, Dept. 635

The Goodyear Tire & Rubber Company

1144 East Market Street

Akron, Ohio 44316-0001

or by calling our Financial Report Distribution Center

at (330) 796-3751

Goodyear has included as Exhibits 31.1 and 31.2 to its Annual
Report on Form 10-K for fiscal year 2006 filed with the Securities and
Exchange Commission certificates of Goodyear's Chief Executive
Officer and Chief Financial Officer certifying the quality of the
company's public disclosure, We have also filed with the New York
Stock Exchange the most recent annual CEQ certification as required
by Section 303A.12(a) of the NYSE Listed Company Manual.

CD RECORDING .

A CD recording of the 2006 Annual Repart is available for visually
impaired shareholders by contacting Goodyear Investor Relations at
(330) 796-3751.

DIRECTSERVICE™ INVESTMENT PROGRAM

Computershare sponsors and administers a DirectSERVICE Investment
Program for current shareholders and new investors in Goodyear
commoen stock. A brachure explaining the program may be obtained
by contacting:

The DirectSERVICE Investment Program —

For Goodyear Shareholders

Computershare

P.O.Box 43081

Providence, Rl 02940-3081

{800} 317-4445

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
PricewaterhouseCoapers LLP

BP Tower

200 Public Square, 27th Floor

Cleveland, Ohio 44114-2301

ENVIRONMENTAL REPORT

A report pertaining to Goodyear’s environmental policies and "
activities may be obtained by contacting Goodyear Corporate
Enwvironmental Engineering at (330) 796-7377.

Trademarks owned by or licensed to The Goodyear Tire & Rubber Company or its subsidiaries mentioned in this report include:
Assurance, Duniop, Eagle, Eagle F 1, Excellence, FastResponse, Fuel Max, Get There, Goodyear, HydroPaddle Technology, ResponsEdge,

SP Sport 5000, SP Sport Maxx GT, SP Sport Signature, Ultra Grip, WetTrac and Wrangler.
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www.goodyear.com

700.-882-928-71600




